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1. Introduction
Companies around the world are facing the challenges of competing in an age of
simultaneous innovation and commoditization, as described by Cusumano (2010), with
customers continually demanding for new products and services, while competition,
globalization and digital technologies have been accelerating commoditization and
driving prices down.
APPI Tecnologia is a Brazilian IT services provider that has been evolving its
strategy, searching for a balance among innovation, flexibility and efficiency. Over its
trajectory of 18 years, the company has succeeded in anticipating and understanding
market changes, developing acting plans for adapting to new scenarios, and evolving its
strategy in different ways:
e From a product centric organization to one that delivers products plus services.
* From horizontal platforms to niche and vertical markets.
" From an inventive to an innovative company.
* From a pure differentiation-based strategy towards total customer solutions.
In moving forward, APPI faces the challenges of tapping new industries and
foreign markets systematically, while avoiding the traps of the best product and low
cost approaches. To do so, the company has to move the customers to the center of its
strategy, developing a deep understanding of who they are, what their needs are, how
the company's value proposition addresses these needs and, finally, which capabilities
must be developed or acquired in order to deliver the promised value.
This work will discuss how APPI can use its current capabilities - developed
over 10 years of market experience in the electronic transaction industry - and enhance
them, to define strategy for a new business unit, Prepaid Business Solutions. The
ultimate goal of this unit is to tap the new market while avoiding the commoditization
trend, a common problem in the highly competitive banking and card industries.
Finally, this work will discuss how the company can make use of its capabilities
and home base advantage to foster its expansion into foreign markets and to use its
expansion to better enhance its capabilities. Despite the fact that Brazil is a large market
for the prepaid card business, there are many reasons to consider moving abroad:
* The company has developed capabilities that are unique and relevant.
" The company has executives with previous experience in international markets.
* In July 2010 the Brazilian Central Bank removed the monopoly that CIELO and
REDECARD had in Brazil to process VISA and MASTERCARD transactions.
This change has attracted international companies to the Brazilian market,
boosting competition. If on one hand this may represent an opportunity to the
company, on the other hand it may represent a threat and drive faster market
saturation and commoditization.
e APPI has been recently selected as an Endeavor global company and has access
to worldwide support through the Endeavor network.
* The unexplored potential market for prepaid solutions in some countries of Latin
America.
The thesis is divided into eight chapters, being this introduction the first. The
methodology and literature review are presented in chapter two. Company background
and an analysis of the prepaid industry are presented respectively in chapters three and
four. Chapter five discusses strategies for the company to reach the population at the
base of the pyramid. Chapter six analyses the company's strategy, with focus on
customer segmentation and required competencies. Finally, the analysis of the
international strategy is discussed in chapter seven, and chapter eight establishes a
pathway for the company to acquire new competencies and execute the overseas
expansion.
2. Methodology
This work intends to support APPI in reaching two important goals. First, the
Delta Model will be used to define the company's business strategy for the prepaid
industry. This includes the definition of its value proposition and an evaluation of the
current company's capabilities (or competencies), aiming to define which competencies
the company must acquire in order to deliver the proposed value for its customers.
Strategy definition turns out to be a challenging task for APPI, since the company is
moving into a new industry, one in which commoditization has already been an
increasing trend.
The second part of this work involves the definition of a strategy for the
internationalization of the prepaid business unit. This goal will be reached through the
utilization of a hierarchy of frameworks that help companies to conduct a global
strategic analysis in different levels (industry, location, strategy/capabilities and firm
configuration).
2.1 Introduction to the Frameworks
This section describes the frameworks that are applied in this work. It intends to
introduce a brief description of the main concepts applied over the thesis development.
2.1.1 The Delta Model
The Delta Model is built upon the premise that the essence of strategy is to
achieve customer bonding, that is to attract, satisfy, and retain the customer. So the
fundamental approach to start defining strategy is to consider the customer at the center,
instead of competitors, resources or products. Companies should understand customer
needs, segment them, and moving forward, try to produce a value proposition which is
unique and differentiated (Hax, 2009).
The methodology was developed by Professor Arnoldo Hax at MIT to help
companies to formulate their business strategy. In contrast to other approaches, it does
not define the goal of strategy as achieving sustainable competitive advantage. Instead,
the Delta Model starts with the idea that the fundamental objective of any firm is to
achieve superior and sustainable financial performance as measured by long-term
profitability. Following this reasoning, the model avoids the pitfalls of defining strategy
strictly based on what competitors are doing and how they are performing. Ultimately,
this mindset can lead companies to the commoditization of their business (Hax, 2009).
The Delta Model defines three strategic options to support companies to
implement their strategies and reach customer bond. They are presented in the figure 1.
System Lock-in
Establish dominance in the
market
Total Customer Solutions Best Product
Provide the customer with a Attract the customer by
customized solution to the the characteristics of a
most pressing needs superior product
Figure 1 - The Delta Model strategic options (Hax, 2009)
Figure 2 expands the three strategic positions into eight competencies that
companies must develop to implement a specific strategy.
System Lock-In
Low Cost
Horizontal Breadth Lowest cost provider is an
Satisfy all the meaningful undifferentiated product
customer needs ("one stop category
shopping")
Total Customer Solutions Best Product
Redefining the Customer
Relationship
Customer Integration --. J Provide a unique experience to L-- Differentiation
Transfer knowledge to the the customer throughout the Development of features and
customer to complete cycle of ownership functionalities that make the
enhance its performance product unique and command a
price premium
Figure 2 - The eight Delta Model strategic positions (Hax, 2009)
The Delta Model also provides a simple framework to help organizations in the
planning process. It is divided in five strategic tasks as illustrated in Figure 3 and
briefly summarized afterwards.
Customer Segmentation and The Existing and Desired
Customer Value Proposition Competencies of the Firm
The Mission of the Business
The Strategic Agenda
Monitoring the Strategy
Execution:
e The Intelligent Budget
e Balanced Scorecards
Figure 3 - The strategic tasks of the Delta Model (Hax, 2009)
e Customer Segmentation and Customer Value Proposition: To establish the
customer segmentation is the first step of Delta Model. It includes the
understanding about the company's customer types, what differentiate them and
which are their needs. As a next step, the company should define value
propositions that address the specific needs of each subset of customers.
* The Existing and Desired Competencies of the Firm: This task aims an
assessment of the company's existing bundle of competencies and the definition
of the ones that it must acquire in order to deliver the value proposition for the
customers.
e The Mission of the Business: This task has as a goal to create a mission
statement that at the same time aggregates and summarizes all the content
defined in the previous two strategic tasks. It defines the purpose of the
organization and the challenges that it will face in executing the strategy.
e The Strategic Agenda: This task should reflect the most critical strategic
initiatives that the organization should undertake to create, deliver and capture
the value proposed in the mission of the business. Besides the steps, the strategic
agenda should define who is accountable for execution, activities that need
cross-functional coordination and metrics that allow the evaluation of the
activities.
e Monitoring the Strategy Execution: After the development of the strategic
agenda, it is necessary to have mechanisms to implement and follow up the
strategy execution. There are two steps that must be developed to achieve this
goal. First, it is the formulation of the "Intelligent Budget" that should portray
the assumptions and commitments developed in the company strategy.
Secondly, it is the development of the "Balanced Scorecard" with a set of
indicators to monitor the progress of strategy execution.
2.1.2 Frameworks for Internationalization Strategy Analysis
International strategic management involves competition in industries that
extend beyond national boundaries, among companies with different national home
bases and that developed a global strategy through countries where they could acquire
strategic resources that were incorporated to the company and reinforced its strategic
positioning. As a result, to develop a comprehensive understanding of the issues
involved in global strategies, it is necessary the use of supporting frameworks that allow
the analysis of these different levels and the implications for the company. Figure 4
illustrates the level of analysis that this work will develop and they are also briefly
summarized below.
1. Industry Four Drivers (Yip Framework)
2. Location
2.1 Porter's Diamond
(Home base advantages)
2.2 CAGE
(Relative distance between countries)
3. Firm Strategy (RATs/CATs)
4. Firm Organization
(Global integration
and
Localization)
Figure 4 - Hierarchy of Frameworks for Global Strategy Analysis (Lessard, 2003)
2.1.2.1 Industry Four Drivers (Yip Framework)
Yip (2003) defines the industry globalization drivers as the underlying
conditions that create the potential for the industry globalization. The drivers are
grouped in four categories described below and they are summarized at Figure 5:
* Market similarity: Evaluates in which extent the market is really one or exist
differences in terms of need, tastes, requirements, etc... Industries with common
needs make easier for companies to implement global strategies, since a few
customizations in the products and services allow companies to serve different
markets. Commonalities among markets also make new entrants movement
easier. Common tastes and requirements usually help companies to grow its
market participation, create global products and services and makes competitive
moves in individual countries. The global degree of customers and channels also
has influence in the market similarity. Usually, global customers make global
purchasers, requiring more standardized products, services and marketing
approaches. Finally, the degree that marketing elements (like brand and
advertising) are transferable across countries influences the company efforts and
speed to expand participation in foreign markets. Yip (2003) states that the
accepted wisdom in international marketing is that marketing strategies should
be designed and implemented locally. However, companies have been
developing more transferable marketing strategies, making smaller the amount
of customizations required to reach new markets.
* Scale and scope economies: Evaluates in which extent a company acting in a
specific industry takes economics advantages of increasing scale, expanding its
participation to other countries. Economies of scale have to be combined with
some degree of product standardization and/or sharing of some value chain
activities across markets. A company can also enjoy economies of scope what
happens when it manages the sharing of value chain activities among multiple
product lines or businesses. Another way to see economies of scale is through
steep experience curve effect where companies improve operations taking
advantage of learning effects in acting in different markets.
* Regulation: Evaluates in which extension favorable trade policies, compatible
technical standards, common marketing regulations and host government rules
have influence in the global competitiveness of the industry. For example,
government trade barriers can undermine the ability of a company to transfer its
products and services and be competitive in an foreign country. Specific
regulations may become internationalization processes highly time and resource
consuming.
e Comparative/Competitive Advantage: Evaluates the level of globalization of
a specific industry based on the existing players and the advantages of particular
locations to increase the ability of companies to compete on global markets. This
way, the existing of global competitors can increase the industry global
competitiveness and, the local characteristics of countries where the company is
located, for example cheap and qualified work force or sophisticated market
dynamics, will enhance the company's ability to compete globally.
Scale/Scope
Advantage
- Global scale economies
- Steep experience curve effect
- Sourcing efficiencies
- Favorable logistics
* DifferE
e High p
- Fast-c
e Common customer needs
Market ' Global customers
- -Global channelsSimilarity -Transferable marketing
e Lead countries
Competitive
Advantage
- High exports and imports
" Competitors from different continents
- - Interdependence of countries
advantagences in country costs RegUlatory Trnserlompe
roduct developmentrodut dvelpmet Rgultor- Transferable competitive
ianging technology Integration
- Favorable trade policies
Compatible technical standards
Common marketing regulations
e Government-owned competitors and customers
Host government concerns
Figure 5 - Industry Globalization Drivers (Adapted from Yip, 2003)
2.1.2.2 Porter's Diamond (Home Base Advantage)
Michael Porter states that national prosperity is created and not inherited (Porter,
1990). He proposes that the localization of a company has a strong impact in its
capacity to innovate and compete ("home base advantage"). This impact is still more
important in a scenario of global competition, since companies are more exposed to
different types of competition, as a result, they rely more on their ability to innovate and
to improve efficiency.
The fundamental concept behind the so-called "home base advantage" is that
companies gain advantage over rivals due to a set of attributes that are in their home
location. These attributes increase companies' competitiveness and make them stronger
to compete in a global scenario. Porter (1990) represents these attributes in a framework
named "The Diamond of National Advantage", which is illustrated in Figure 6. A brief
description of the attributes is provided as follows:
" Factor Conditions, it is related with the nation's position in factors of
production, such as: skilled labor, infrastructure, natural resources, availability
of capital, among others.
e Firm strategy, structure and rivalry, it is related with the conditions of the
countries that regulates the way companies are created, organized and managed.
In some countries, companies are more often organized in hierarchical
structures, while in other countries it is easier to find small and entrepreneurial
companies. These kinds of arrangements have influence in how a company
competes in a global scenario. For example, some industries require more
innovation and agility and, this way, companies that are forged in an
entrepreneurial ecosystem may have the ability to better compete. Another
important factor is about competition. Companies that face strong competition in
their home country tend to be more prepared to compete overseas.
* Demand conditions, demanding customers require that companies put efforts to
make better products and be more efficient. In countries where the local demand
requires products and services that satisfy, or go beyond, overseas requirements
give to companies a clear competitive market advantage to compete abroad.
* Related and supporting industries, the presence in the country of local
suppliers that are internationally competitive gives companies a better condition
to compete abroad, since they provide inputs that are competitive worldwide in
price, quality and delivery time.
Firm Strategy,
Structure and
Z Rivalry
Factor Demand
Conditions Conditions
Elated and
Supporting
Industries
Figure 6 - Determinants of National Competitive Advantage (Porter, 1990)
2.1.2.3 CAGE Framework
Ghemawat (2007) emphasizes that borders and differences continue to matter
when companies intend to develop business overseas. To analyze the potential distance
between two countries, he proposes a framework to model the differences between
countries along four dimensions (CAGE): Cultural, Administrative / political,
Geographic and Economic. These dimensions are explained below and table 1
summarizes some factors that contribute for them.
e Cultural Distance: Refers to the society attributes that are sustained mainly by
interactions among people. Cultural differences tend to reduce the economic
activity between countries. Language is the most classical example of cultural
differences that has a strong effect on business.
* Administrative Distance: Refers to laws, policies, international agreements that
are defined by governments and that invariably affect international trade among
countries. Tariffs are an example about how government policies can reduce
competitiveness of imported products. On the other hand, trade blocs, such as
Euro zone and Mercosur, have the goal to enhance trade and collaboration
among countries inside the bloc.
e Geographic Distance: Mostly refers to geographical factors and correlated
issues that affect how easy is for two countries to make business. For instance,
geographic distance affects costs of transportation. Different time zones may
make communication more difficult.
* Economic Distance: Mostly refers to macro-economic aspects and correlated
factors. For instance, GDP and GDP per capita usually have a positive influence
on trade. The presence or lack of a good infrastructure in the country, such as,
telecommunications, Internet, ports, railways, affect strongly the ability how
physical products and information flow and cross borders.
Cultural Distance Administrative Distance Geographic Distance Economic Distance
Country-pairs * Different languages e Lack of colonial ties 9 Physical distance Rich-poor differences
(bilateral) * Different ethnicities; e Lack of shared regional * Lack of land border Other differences in
lack of connective trading bloc 0 Differences in time cost or quality of
ethnic or social * Lack of common currency zones o Natural resources
networks e Political hostility e Differences in climates o Financial
* Different religions and disease resources
e Lack of trust environments o Human resources
* Different values, norms o Infrastructure
and dispositions P Information or
knowledge
Countries *Insularity *Nonmarket or closed * Landlocked geography *Economic size
(unilateral or e Traditionalism economy 9 Lack of internal
multilateral) D Extent of home bias navigability Low per-capita
e Lack of membership in 9 Geographic size
international *Geographic remoteness income
organizations Weak transportation or
eWeak institutions; communication links
costorqycorruptiono
Table 1 - The CAGE Framework - attributes to be considered at the country level evaluation (Ghemawat, 2007)
2.1.2.4 Exploiting / Enhancing Internationalization (Lessard RATs/CATs)
The definition of a set of criteria that guarantee that a company will succeed in
moving abroad is a quite difficult challenge. But, the company's capabilities are a key
determinant to obtain real competitive advantage overseas. This way, the company's set of
capabilities should allow it to create and capture value in moving abroad. This is more
probable to occur when the capabilities satisfy the following requirements (VRIO
Framework, Barney and Clark, 2007):
* They must create value that can be appropriated by the company. To exemplify, this
value creation can happen through the increase of customer willingness to pay or a
cost reduction in the production process.
* They must be rare, what means that, only few companies are able to use that set of
capabilities.
e They must be hard to imitate, what means that, for a company to acquire them it
must incur in high acquisition costs, what may have implications in the economic
evaluation of the business.
e The organization must be able to apply and use these capabilities in order to create
competitive advantages for it.
Firms that possess valuable capabilities can exploit them by expanding to other
markets. Lessard's RATs framework provides the concepts for assessing whether the
existing and desired competencies are Relevant to customers in the new markets,
Appropriable by the company in these new environments and Transferrable to the external
locations (Lessard, 2003).
On a complementary way, companies may also go abroad to acquire capabilities
that they do not have and that are relevant to compete in the industry, no matter if in a local
or international scope. These new resources should be Complementary to the company,
Appropriable and Transferrable. Figure 7 illustrates these concepts.
Figure 7 - Exploiting / Enhancing Internationalization (Lessard, 2011)
2.1.2.5 Firm Organization (Ghemawat's AAA)
When companies make the commitment to go abroad, a tension emerges based on
the definition about how the company should operate and allocate its value chain in a
global scenario. The challenge is to define how the company should balance global and
local strategies.
Ghemawat (2007b) proposes a framework for approaching global integration, the
AAA triangle, where AAA stands for Adaption, Aggregation and Arbitrage. The goal is to
evaluate the tradeoff between global integration, responsiveness to local requirements and
the exploitation of differences among countries.
Adaptation is related to customization of the company's products and services to
the local context. Aggregation means to achieve economies of scale by creating regional or
global operations. It involves the standardization of the product or service, grouping
activities, such as production and marketing, and profiting economies of scale. Finally,
Arbitrage refers to the exploitation of differences between countries and regions, locating
different parts of the supply chain in different places. To allocate call centers in India and
factories in China are examples (Ghemawat, 2007b).
Most of companies moving abroad will undertake at least two of these three
activities in a certain extent, and how companies balance them provide an idea about how
they are organized. Country-centered companies emphasize more Adaptation. Global
business units and global accounts divisions prioritize Aggregation. Business units
exploiting cheap manufacturing or low interest rates abroad are the most common use of
Arbitrage strategies.
3. Overview of APPI Tecnologia
3.1 Company Background
APPI Tecnologia S.A. (www.appi.com.br) was founded in 1993 with the focus on
developing technologies for integrating heterogeneous platforms, such as PCs and
mainframes. At that time, there were not many companies that were able to provide such
solutions, and the company operated in a high-technology niche market. This type of
technology is widely known as Middleware.
The company initial strategy was product development and service provider. For
reaching such objective, the company built a body of well-trained and qualified engineers
who were responsible for development, maintenance, customization and support of
technical solutions. The company enjoyed a small number of loyal and profitable large
customers.
The advent of Internet brought new challenges for the company. The Middleware
market became attractive for large companies and some software packages started to be
offered in the market, mostly embedded in Web Servers. In a certain extent, the Internet
commoditized the Middleware market and the company's specific competencies about
connectivity were not so relevant in this new scenario.
Looking ahead for nice market opportunities, in 1998 the company started to
develop products for POS devices. POS devices, acronym for "Point of Sale", have been
broadly used at the credit / debit card market, but also for vertical markets, such as: bill
payment, heath care, loyalty and fleet control.
As far as is known, APPI was the first company in the world to develop a TCP/IP
communication library for POS devices. The product allowed companies to transmit
electronic transactions through Internet, significantly reducing the business
communications costs at that period of time. In 2001, the company launched a Web
platform for POS devices, VeriWeb, further replaced by POSWEB, product that would
become the foundation for the company future growth.
Over the first years, the company succeeded in commercializing the product, being
able to reach the two first groups of customers of the technology adoption cycle, the
innovators and early adopters. Nevertheless, in 2005, the company faced the chasm, as
described by Moore (2002) and had to figure out ways to cross it. As a response, the
company modified its underlying strategy to focus on a specific industry, POS electronic
transactions and two market segments, financial and health care. In additional the company
developed a services strategy to attend the needs of the care unit.
The organization design evolved to better reflect the new company challenges and
in 2006 APPI was a hybrid organization. From one side, the company had a horizontal
product technology that could be implemented in a variety of industries and market
segments. On the other side, the company implemented a service strategy to offer
differentiated complete solutions for two specific vertical markets: health care and prepaid
(figure 8).
Figure 8 - APPI's Horizontal and Vertical Business Units
Currently, the company has 80 employees and offices in Rio de Janeiro, Sio Paulo
and Mexico City. It is the leading company in browser technology for POS devices, with
more than 1,400,000 licenses installed and in operation in the field. APPI was the first
company in Brazil to introduce a health care prepaid card in the market, product that is
targeted to low income population, youth and budget conscious people.
4. Prepaid Cards Market Overview
Prepaid cards take place of cash, checks, and other payment cards where consumers
and businesses want to use an electronic payment mean, but do not want or are not able to
associate the payment to a credit or debit account. Some prepaid cards use card brands
(American Express, Discover, Mastercard and Visa) and they are named as "network
branded" prepaid cards. Prepaid cards can receive different classifications, but, in general,
the literature and industry agrees with the following (NCIF, 2009):
e With regards to recharge capacity, Prepaid cards can be "Reloadable" or "Non-
reloadable". Non-reloadable cards do not allow users to recharge them after the
initial loading process (one-time load). Reloadable cards allow consumers to add
funds and can be seen as a financial management tool. The distinction between
"Reloadable" and "Non-reloadable" cards is important since financial regulations
may vary in accordance with the use purpose (Smart Card Alliance, 2011).
e With regards to the possibilities of usage, prepaid cards can be "Closed-loop" or
"Open-loop". Closed-loop cards can be used only at one merchant or in a specific
set of merchants (semi-closed loop cards). Mostly of gift cards, transportation cards
and internet games cards work this way. Gift cards that are accepted by a set of
restaurants in a region or by some stores in a shopping center are examples of semi-
closed loop cards. Open-loop cards are normally associated with a major card brand
association such as Visa, American Express, Mastercard, Dinners or Discover. They
work similarly to debit cards and a bank account is associated with them. However,
differently from debit cards, prepaid cards rely on existing funds, although in some
cases overdrafts are possible.
Usually prepaid cards have an account associated with them. Open-loop gift cards
may have a banking account associated with them. Closed-loop prepaid cards, as the
majority of gift cards, usually are tied with an account in the merchant system. Stored
Value Cards differs from prepaid cards because the amount is kept stored on the card.
Transportation cards used in buses and subways are examples.
The open-loop prepaid cards have evolved to reach different types of market
segments, including many vertical markets (Smart Card Alliance, 2011). They are
examples: Gift cards, voucher replacement, per diem payment, business travel and expense
management, personal spending cards, payroll and employee incentives payment,
promotions, insurance claims settlement, health savings account (HSA) cards, flexible
spending account (FSA) cards, unbanked financial service and young adult (age 16 and
older) controlled spending. Mastercard (2010) groups prepaid cards in three main macro
verticals categories:
e Consumer: reloadable cards, travel, online, campus, remittances and gift.
e Public sector (government): Public benefit and welfare programs, emergency
assistance and disaster relief, pension and social security, travel and cash
management, and, payroll and incentives.
e Corporate Programs: Business travel and entertainment, meal vouchers, corporate
purchasing, payroll and corporate incentives and promotions.
In general, prepaid cards present the following advantages (Gordon et al, 2009):
e Safety and security: They allow consumers to make purchases and pay bills
without the need of carrying large amount of cash.
" Convenience: They have the possibility to use the same networks of conventional
credit / debit cards, allowing a wide range of acceptance network, as well as, online
access.
e Accessibility: They represent a tool for social inclusiveness, allowing that unbanked
or underbanked people have access to conventional payment and banking means.
* Immediate liquidity: They provide immediate liquidity once funds are loaded. This
way, people do not have to wait for a bank to clear a deposited check.
e Transparency and predictability: Prepaid cards usually does not allow overdraft.
* Financial value: Prepaid cards are cheaper than checking accounts fees,
cashing checks and money orders.
e Budget tool: Prepaid cards help consumers to limit their spending, allowing a better
budget control.
4.1 Prepaid Card Types
Market reports have provided important examples of prepaid utilization in both
open-loop and closed-loop markets (MasterCard, 2010; Smart Card Alliance, 2011; Lavin
and Sloan, 2010). This section aims to present a short description about the main prepaid
cards groups:
e Gift Cards: They are prepaid cards that have a defined value and are given as a gift
for a consumer to redeem in a specific store or location. They may be used as open-
loop or closed-loop cards.
e General Purpose Reloadable Cards (GPR): This type of card is also known as
prepaid debit card. They are reloadable and are usually associated with a branded
payment network, so that, they are accepted at the same establishments of
credit/debit cards. GPR cards bring some advantages when compared with
traditional debit cards. They allow users to better control expenditures, allowing a
cap that is associated with the account funds. They also represent a convenient way
for unbanked or underserved people to have access to the financial tools, allowing
them to pay bills, shop on line and withdraw from ATMs. GPR cards can also work
with limited acceptance, such as: travel cards, fuel cards, movie cards and store
cards.
* Government Cards: Government institutions have been using this type of card as a
way to pay social benefits. It represents a substitute for payments that occurred
through cash and checks. Usually the government institution hires a bank or a
prepaid program manager to be responsible for the card issuing. The use of
government cards brings benefits of reducing cost, fraud and bureaucracy. In
addition, they provide more convenience and security for the recipients of
government payments.
e Incentive Cards: Companies offered incentive cards as a way to reward employees,
suppliers, clients, vendors and channels. They can also be used for rebates and
promotions.
e Campus Cards: Universities use them to provide financial aids, scholarships and
refunds for students. They usually are reloadable, so that, parents and students can
add funds to the card.
* Payroll Cards: Companies are using payroll cards to pay employee's salaries and
wages, mainly when the employee does not have access to a bank account or opt to
receive the wage on a prepaid account. Employers are also offering prepaid cards to
allow employees to separate a portion of their salaries for specific purposes. Payroll
cards adoption presents the following benefits (Lavin and Sloan, 2010):
For the employer For the employee
* Savings in using electronic payroll . Increase safety and convenience. No
need to handle checks and cash. Large
acceptability network.
* Increase employee satisfaction - Saving money. Prepaid cards have
since funds are available at the lower fees when compared with
same day. traditional checking accounts and
check cashing service.
* Eliminates paper work and deposit e Access to bank services. For example:
delays. bill payment and funds transfer.
* Reinforce the employer brand
awareness.
* Pre-tax Program Cards: They allow consumers to have pre-tax earnings deposited
onto a prepaid account in accordance with government regulations. These funds in
U.S. can be used for healthcare reimbursement accounts, transit benefits accounts,
and medical savings accounts (Smart Card Alliance, 2011).
* Transit Cards: They usually are closed-loop cards used to pay public
transportation.
* Prepaid business cards: Organizations use them to provide funds for people that
are not eligible to receive corporate cards. They include consultants and employees
that use the card for expenses related to their activities, including, transportation,
meetings, trips, etc..
Some prepaid cards are co-branded and have an affiliation. Co-branded cards are
issued in conjunction between a bank and an institution (airlines, retailers, hotels, etc),
offering personal advantages to cardholders in the way of points, discounts and special
invitations. Affinity cards are used for people that wish to make donations for nonprofit
institutions (universities, hospitals, humanitarian relief) as they make purchases.
4.2 Industry Structure
The organization of the prepaid industry resembles the credit/debit card industry,
but there are some specific nuances that differentiate them. Producing a prepaid card
requires collaboration among multiple companies. Card issuers provide the BIN number for
the cards and typically hold the funds accessed by the cards. Processors provide the
software and services that drive the transactions from the time the card is swiped until the
payment is settled with the bank. Program managers are usually third parties responsible to
design, roll out and operate the product. Issuers and processors may also act as program
managers.
Program managers establish partnerships with companies to distribute and reload
the cards. These companies normally are retailers (merchants, groceries, drugstores, etc.)
that receive a commission for each card sold or reloaded. Along with these players, the
payment networks, such as Visa, MasterCard, Discover, and American Express, provide the
electronic channels through which the transactions happen. Figure 9 provides a graphic
view of the industry structure and the relationship among the institutions, while the roles
that participants assume in the prepaid industry are described in the table 2.
Figure 9 - Prepaid Value Network (adapted from Smart Card Alliance, 2011)
Issuer ro ess or
Program
Manager
Company Role Main Activities Examples
Card Issuers They are authorized by payment brand associations to issue cards and are accountable for all aspects of the JP Morgan, US Bank,
program, including: compliance with all applicable Federal and State regulations and laws and with the Bank of America,
payment brand's rules. They must approve all parameters of the program (maximum card balance, maximum City, Wells Fargo
daily transaction balances and cardholder fees). Provide accounts to hold deposits.
Processors They are technology vendors authorized by the issuer to provide prepaid accounts, authorize payments, clear First Data Corp., TSYS
transactions and provide additional services such as card activation and cardholder customer service. They are Inc.
responsible to implement frau and data security standards. Must be complied with Payment Card Industry Data
Security Standard (PCI DSS). They may also develop vertical applications, such as: bill payment and loyalty.
Payment Brand Set the core rules that must be followed by all participants. License of payment brand marks, marketing and Visa, MasterCard,
Associations support for card issuers. Standardize information about the components that reside on the card. Provide Discover Financial
transaction clearing system between issuer and acquirer. Settlement of interchange. Establish security standards Services, American
and customer protections. Provide the bank identification number (BIN). Express
Debit Networks Allow for PIN Debit transactions at the point of sale. Visa Debit, Debit
MasterCard, PULSE,
NYCE, Star
ATM Networks Allow ATM transactions to take place. All Point, MasterCard's
Cirrus, Visa's Plus,
PULSE, Star, and
NYCE
Reload Networks Allow cardholders to add funds to their cards at retail locations, providing transaction connectivity and routing Green Dot, MasterCard
between the point of sale and the destination of fund transfer. rePower, MoneyGram,
Visa ReadyLink,
Western Union
Program Managers Handle program design, marketing and card design, business plan and program execution. Set the prices and NetSpend, Green Dot,
fees for the product (along with the issuer). Use their expertise in the market to develop alliances with strategic Parago
business partners and thirty party vendors. Must be registered with the payment brand as a member service
provider for the issuer.
Distributors They are organization such as: retailers, remittance vendors and employers that distribute the cards through Wal-Mart, CVS, Direct
sales channels. Express
Table 2 - Participants of the Prepaid Card Industry (adapted from NCIF, 2009 and Smart Card Alliance, 2011)
4.3 Prepaid Market Size
BCG (2010), in a report commissioned by Mastercard, estimated that the market
for prepaid open loop in 2017 will reach the amount of USD 840 Billion. Figure 10
illustrates the market size per region and using the macro verticals categories:
APMEA
$ 146 B
CorporateeConsumer
Persor $2738
U.S. /Canada $g2
rope $ 4578B
7! Public Secto r
$81 B $ 243 8
Figure 10 - Open Loop Market Forecast (Adapted from BCG, 2010)
Edgar, Dunn & Company (2007) estimates that the worldwide market for prepaid card
was distributed as it is shown in figure 11.
Health Care 3%
Teen/Family 7%
Campu 4%
Money Transfer 5%
Consumer Travel 5%
Figure 11 - Open Loop Market Forecast per sector (Adapted from BCG, 2010)
4.4 Industry Regulatory Aspects
Open loop prepaid cards face many of the regulatory issues that affect the credit
card market. Table 3 describes some examples of regulatory issues that affect the
prepaid card market in U.S. (NCIF, 2009; Mastercard, 2011; Keitel, 2009; and Furletti,
2004).
Xie (2009) describes the legal and regulatory requirements as one of the most
important challenges for companies moving abroad with prepaid products. Regulations
vary from market to market and many countries do not have specific rules and laws for
prepaid card markets. In those cases, problems due to different market interpretations
may emerge, becoming an additional challenge for prepaid card implementation. They
are examples of laws that may vary among countries (Xie, 2009):
e Bank Licensing Requirements: Prepaid cards are not considered deposit-taking
in many countries and thus a bank license is not required to issue closed-loop
prepaid cards. However, obtaining a BIN sponsor is a requirement to open-loop
cards in many countries.
* Anti-Money Laundering: Several countries have implemented anti-money
laundering laws which have impact in projects that involve money transfer or
P2P payments.
Funds protection: In many countries closed-loop cards are not subject to bank-
deposit protections, what creates a risk for customers win case companies go bankrupt.
Regulation
Bank Secrecy Act
Description
Requires that financial institutions in US keep records of cash
transactions of $10,000 or more (daily aggregate amount), and to
report suspicious activity that might signify money laundering, tax
evasion or other criminal activities. As an example, to address Bank
Secrecy Act issues, banks have limited the maximum amount that can
be loaded onto prepaid cards, and they have implemented systems to
monitor how money goes out of the bank through cards as well as how
it comes into the bank. Other banks that issue prepaid cards with
remittance capabilities have been monitoring foreign transactions to be
alert to patterns that indicate money laundering. In addition, banks
need to have a program in place to make sure that thirty party vendors
are gathering the customer information required by the regulations.
USA PATRIOT Act Reduced restrictions for authorities to regulate and have access to
financial transactions records among other information. Under the Act,
the Federal Bureau of Investigation (FBI) is allowed to have access to
financial records without a court order. The Act, in its title III, "Anti-
money-laundering to prevent terrorism", intends to facilitate the
prevention, detection and prosecution of international money
laundering and the financing of terrorism, strengthening banking rules,
improving communication between law enforcement agencies and
financial institutions, as well as expanding record keeping and
reporting requirements.
Regulation E of the Establishes the basic rights, liabilities, and responsibilities of
Electronic Funds consumers who use electronic fund transfer services and of financial
Transfer Act institutions that offer these services. The primary objective of the act is
the protection of individual consumers engaging in electronic fund
transfers. In particular, payroll cards accounts are covered under this
regulation.
Federal Deposit FDIC is the federal agency that insures bank deposits against loss when
Insurance Corp. a bank fails. FDIC insure prepaid card funds to each cardholder as long
Insurance as the pooled account is identified as a custodial account and the
cardholders' identities and card balances are available from the bank or
the program manager.
State Laws about For example, in some states banks are prohibited to charge fees to
payroll and cardholders of payroll cards to withdraw funds in ATMs. Escheat laws,
escheatment also known as abandoned property laws, also defined some rules with
regards to the time period that must elapse before the property being
subjected to escheat. In U.S., the time period varies from state to state.
In U.S., as an example, for general unclaimed funds, 35 states have a
five-year period; seven states have a seven-year period; eight states
have a three-year period; and New York has a two-year period.
Credit CARD Act Contains a number of provisions that will affect the prepaid card
of 2009 industry. Among other regulations, for cards classified as general-use
prepaid card, gift certificate or store gift card, the Act restricts
dormancy fees, inactivity fees or services fees that may be charged. It
also incorporates limitations for that expiration dates happen earlier
than five years after the issuance of the gift certificate or (2) the date
funds were last loaded to a store gift card or general-use prepaid card.
Table 3 - Regulatory Issues Affecting U.S. Prepaid Market
(NCIF, 2009; MasterCard, 2011; Keitel, 2009; and Furletti, 2004)
4.5 Economics of Prepaid Cards
The pricing model for prepaid cards substantially differs from the traditional
model used by credit / debit cards. Usually, there are a set of fees that may be applicable
to a specific prepaid card. Table 4 illustrates some examples of prepaid cards and their
correspondent fees (Smart Card Alliance, 2011).
In general, prepaid cards may charge customers four different types of fees, and
service providers compete aggressively on these, trying to adapt them to the customer
economics:
* Card enrollment and maintenance fees: Respectively fees that users may pay
when they obtain the card and at periods of time, such as months or years.
* Card usage fees: Fees that users may pay for various types of use, including
payments and withdrawals.
* Card load fees: Fees that customers may pay to reload their cards.
* Card account service fees: Fees that customers may pay to have access to call
centers or to receive paper statement.
The industry profitability is largely dependent on scale economies and large
transaction volumes, as well as operational efficiency. Banks and program managers
have to pay several different partners along the value chain and transaction fees are very
small. Companies are also working to increase awareness, customer retention time and
use of the prepaid cards. Schneider (2009) emphasized that although public data about
retention times does not exist, they should be between six to eight months. This short
utilization time drives high activation and transaction fees.
Card Enrollment and Card Usage Fees - Purchases, Declines and Card Usage Card Account
Maintenance Fees Returns Fees - Loads Services
0 0
00
Card Name 0
ReadyCARD Free $4.95 $0.00 Free $0.25 $0.25 $1.95 $0.95 $1.00 Free Free $3.00
Green Dot $9.95 $4.95 $0.00 $1.00 Free Free $2.50 $0.50 $4.95 Free Free $0-$25
Card
Wester3 $0-
Netspend $7.95 $9.95 $0.00 $0.50 $1.00 $2.00 $2.00 $0.50 Free $1.00 $5.95
Card $4.95
Rush Card $19.95 $0.00 $0.00 Free $1.00 $1.00 $1.95 $0.50 $3.95 Free Free $1.00
$8.94 $4.94 $0.00 2.00 Free Free $1.95 $0.75 $4.94 Free $2.00 $2.00
MoneyCard 20
Wsen$9.95 $4.95 $0.00 Free $1.00 $1.00 $2.00 $0- $3.95 Free $2.00 $2.00
Union Card 1.50
WrdPatc $9.95 $3.95 $39.95 Free Free $0.95 $1.95 $0.95 $40- Free $0.95 $2.95
Card $5.00
AccountNow $9.95 $0.00 $0.00 $1.00 Free $1.00 $2.00 $1.00 $3.50 $3.99 $2.00 $2.95
H&R Block Free $2.50 $0.00 Free Free Free $1.85 $1.00 5 Free $2.00 $1.00
Table 4 - Examples of Common Fees for Prepaid Cards (Smart Card Alliance, 2011)
The market is divided in terms of the future of the prepaid fees. The majority of
U.S. Industry leaders believe that fees will decline over time (47.8%), but others believe
that it is necessary to increase fees to keep the product offer sustainable (18.6%), while
33.6% bet that the fees will stay at the same level (Schneider, 2009).
The pricing structure and profitability involved in prepaid cards encompasses
some challenges:
. Cardholders usually do not keep high amounts of deposits on account, so that,
program managers and issuers do not have much profit from float operations.
. The chum rate is high since cardholders usually do not have many reasons for
keeping a long-term relationship. Prepaid card providers have been working to
mitigate chum rate.
. Fraud rates can be high, mainly on signature-based transactions.
. Especially for the case of low income customers, prepaid card providers do not
have much room to make additional offers using cross-selling techniques.
. Interchange fees are charged from cardholder's bank to the retailer's bank each
time a payment transaction happens. Smart Card Alliance (2011) states that the
primary role of interchange is to create an equitable balance of incentives
between the cardholder's bank (card issuer) and the merchant's bank that enrolls
retailers, acquires and processes bank card transactions. The bank issuer collects
interchange fees and negotiates with the program manager for a share of these as
part of their agreement to sponsor the program. The percentages are small,
forcing program managers to attempt to seek additional revenue.
The profitability of a prepaid card issuers / program managers can be calculated
through the following equation (adapted from NCIF, 2009):
Profits
Revenues:
[(No. of Cards * New Card Fees)
+ (No. of Cards * Monthly Maintenance Fees)
+ (No. of Cards * Annual Maintenance Fees)
+ (No. of balance checks * Balance Check fee)
+ (Number of POS transactions x Interchange from POS)
+ (Number of ATM transactions x ATM transaction fees)
+ (Number of Reloads x Reload fee)
+ (No. of Customer Service Calls * Customer Service Calls Fee)
+ (No. of Paper Statements * Paper Statement Fee)
+ (Net interest income on card balances)]
Less
[Card production costs
+ Marketing costs
+ Processor set up fee
+ Distribution channel fee
+ (Number of POS transactions x Processor POS fee)
+ (Number of ATM transactions x Processor ATM fee)
+ Customer service cost
+ Credit and operational losses]
4.5.1 Two-Sided Markets
Payment cards are essentially a two-sided industry (also known as two-sided
markets or two-sided networks), since they bring together two distinct groups of users --
the final consumers and the merchants. Products and services that bring together
consumers in two-sided networks are platforms. Platforms provide infra-structure and
rules that facilitate the two groups to transact (Eisenmann et al., 2006; Evans and
Schmalensee, 2008).
The traditional value chain for products and services moves from left to right,
representing the increase in value. Costs are associated with suppliers on the left side,
and revenues with customers on the right side. As two-sided networks serve two types
of customers (or more in the case of multi-sided markets), companies incur costs and
can receive revenues from both sides. However, it is relatively common that companies
in two-sided markets subsidize one side and earns profits only on the other. As a result,
prices on one side may be lower than the marginal costs that the companies incur
(Evans and Schmalensee, 2008).
Two-sided markets are subjected to "network effects" since the two groups are
attracted to each other, in the sense that the product or service increase value from one
group as there are more users on the other side. For instance, for the payment card
industry, people will be more willing to request cards that have a large merchant
acceptance network. On the other hand, merchants will want to accept cards in their
establishments that have a large base of customers who can visit the store and buy
products.
Due to network effects, successful platforms enjoy high economies of scale,
since customers feel still more attracted to get engaged in the platform as more users are
in it. In traditional businesses, returns on investment tend to be lower beyond some
point, because the costs to acquire new customers become higher.
4.5.1.1 The Winner-Take-All (or Most) Market Dynamics
Some two-sided markets are served mostly by a single platform. This is the case
of the duet Windows-Intel or eBay. On the other hand, in some industries companies
divide the market and it is not clear if a single company will predominate. This is the
case of game consoles, where Nintendo, Sony and Microsoft battle for the
predominance in the market. Some authors have been researching about the factors that
determine the emergence of platforms leadership and there is a consensus that three
conditions should exist (Cusumano, 2010; Eisenmann et al. 2006; Evans and
Schmalensee, 2008):
" High costs of multi-homing: Represents all costs that users incur to adopt and
maintain platform affiliation. In the payment card industry it is common that
customers have more than one card because the costs are relatively low. For
example, in the PC industry, customers have a high cost to keep computers with
different operating systems at home. Costs include hardware, software, training
and maintenance.
e Strong and positive network effects: Represents the effects that one product or
service has for one group of customers by the actions of other group of
customers. For example, for the card industry as more cards are issued more
merchants are willing to accept them. It is also valid that as more merchants
accept a card, there will be more users willing to own it. In general, card
payment industry is subjected to strong network effects.
* Little room for differentiation: When products and services in an industry
have spaces for differentiation, other competitors can invest in solutions for
niche markets, avoiding the predominance of a platform. Payment cards have
room for differentiation, for example, on the extent of value added services
being offered and the fees charged.
In the payment card industry, there is no clear reason for a single platform to
emerge as the Winner-Take-All (or Most) market dynamics and table 5 illustrates this
test.
Prepaid Card Industry
High costs of multi-homing No
Strong and positive network effects Yes
Little room for differentiation No
Table 5 - Evaluation of Platform Leadership in Prepaid Cards
4.6 Prepaid Industry Trends, Innovation and Decommoditizing
The banking industry has been suffering a commoditization process over the last
ten years or more. Products and services have become very similar, competitors have
been copying product features and war prices were established. The credit card industry
has also faced this problem, with customers owing multiple cards, with low switching
cost among them. Commoditization turns out to be one of the major concerns of the
card industry (Levitin, 2008).
Credit cards try to apply a variety of pricing factors to reduce the level of
product commoditization. They include: annual fees, teaser interest rates, base interest
rates, cash advance interest rates, overdraft advance interest rates, default interest rates,
late fees, over limit fees and international transaction fees. It turns out to be very
difficult for customers to track all these rates and fees, and, as a result, card issuers
ultimately compete in providing a bundle of benefits for the customers, usually in the
way of rewards programs, rebates, affinity cards, co-branded cards, fraud and theft
protection, insurance, medical assistance, among other benefits.
Capital One is a remarkable example about how a company reinvented the value
proposition in a sleepy credit card industry that was extensively using conventional and
commoditized processes without innovation. The company competed by introducing
new market practices, from which we can highlight four: effective use of the
Information Based Strategy (IBS), customer micro-segmentation, recruiting talented
employees, and ability of experimentation and learning (Anandt et al, 2000).
MBNA is also an interesting example about how a firm can enhance the
competitive position through the development of new product attributes. It implemented
a co-branding strategy, playing the "image factor" and becoming the second largest
credit card issuer in the U.S. MBNA linked 3,900 companies ranging from professional
to sports associations, and used custom-designed cards. The co-sponsors also designed
special offers to their cardholders increasing the incentives to own the card (Kambil et
al., 1996).
In 2009, the Center for Financial Services Innovation did a study with 18
industry senior managers encompassing companies across the prepaid value chain. The
research indentified some current strategies and future trends that are listed in the table
6.
The prepaid card industry combines two very powerful and opposite forces. On
one hand, it is a growing market worldwide, representing potential large opportunities.
On the other hand, it requires that companies implement innovative strategies to allow
them to move away of the increasing trend toward commoditization. We now turn to
strategies to avoid product commoditization in the prepaid card industry.
Criteria Result
Importance of Underbanked e 82% considered the underbanked population important or very
Consumers to Prepaid Industry important to future growth of the prepaid industry.
Growth
Biggest Challenge for the Prepaid e Customer awareness (33%)
Industry * Consistent economic and business model (26%)
e Regulatory issues that affect the whole card industry (15.9%)
Companies' strategies Have been falling in two large offers:
e Prepaid card as payment product, bundled with money orders and
bill payment.
* Prepaid card as a substitute for bank accounts, in this case
companies are building functionalities that transform the card in a
checkless checking account.
Factors Important to Acquire e Pricing (66.4%)
Customers e Reload options (44.3%)
e Paying for purchases (29.2%)
* Word of mouth (27.4%)
e Convenience of ATM use (25.7%)
Factors Important to Retain o Pricing (59.3%)
Customers e Reload options (59.3%)
e Ease of use (53.1%)
e Customer experience (36.3%)
e Direct deposit (25.7%)
Features You Currently Offer e Reload options (55.8%)
e Pricing (48.7%)
e Ease of use (45.1%)
e Direct deposit (43.4%)
e Quality customer experience
Features You Are Considering Rewards program (31.9%)
Offering in the Next 12 Months e Savings function (28.3%)
* Credit building (24.8%)
* Reload options (17.7%)
" Bill pay (16.8%)
Loans (16.8%)
* Overdraft (15.9%)
* Remittance (15.0%)
Challenges to Offering Savings e Card Holders Don't Have Enough Money (23.0%)
e Costs Are Too High (22.1%)
e Lack of Customer Interest (18.6%)
e Regulatory Issues (16.8%)
e Cost Of Educating Partners (16.8%)
e Finding a Bank Partner (9.7%)
Challenges to Offering Credit e Regulatory Issues (30.1%)
e Credit Risk of Cardholders (25.7%)
e Cost of Educating Customers (18.6%)
e Lack of Customer Interest (12.4%)
e Costs of Offering Credit (9.7%)
Expectation about future pricing e Fees will decline (47.8%)
* Fees will stay the same (33.6%)
e Fees will increase (18.6%)
Table 6 - Industry Trends for Prepaid Cards (adapted from Schneider, 2009)
4.6.1 Affinity and Co-Branded Cards
Affinity and co-branded cards are examples of strategies that have the potential
to increase customer bonding, establishing a connection between cardholders and
institutions, universities, idols, sport teams, etc. NetSpend's Vince Young All-Access
Visa Prepaid Card or RushCard's Baby Phat Visa Prepaid Card are examples in U.S.
(Beresford and Karp, 2007).
4.6.2 Reward and Membership Programs
Prepaid cards are highly undifferentiated products, given the ease with which a
customer can change to another card. Salik and Henry (2006) pointed out that rewards
programs have been the most important feature of payment cards, and represented entry
barriers, as well as, a competitive advantage for the card issuers. The ultimate goal of
any loyalty reward program is to provide customers with an incentive to remain with the
company, preventing competition. (Butcher et al., 2001; Kivetz and Simonson 2003).
However, the maturity of rewards programs has driven card issuers towards new
sources of differentiation, what enabled the emergence of strategies to scale up rewards
programs and increase the value proposition. Some examples include:
e Coalition programs, formed between issuers and non-credit entities, such as
retailers, groceries and gas stations, to increase loyalty program and reduce
administrative costs (economies of scale).
e White labeling strategies consist of the established rewards companies
managing other loyalty programs that are not directly associated with their
brand, working as a service provider. Although white labeling strategies do not
lead to differentiation and increase of the value proposition for cardholders, they
assume an important role in bringing scales economies.
e Issuer association partnerships, where card associations acts as an issuer
cluster for rewards program. As a benefit, the cost is divided among the
participants, not being necessary that each issuer implements their own rewards
program. If on one hand card associations allow cost reduction, it brings to a
commoditization of rewards programs, allowing a small room for differentiation
among the participants.
e Bundled programs, combining a mix of soft rewards (sense of belonging,
recognition, special treatment), hard rewards (annual credit card fee waiver,
discounts and point accruals), and higher tier service levels and customization to
increase their loyalty program's attractiveness (Wirtz et al., 2007).
Green Dot's "Premier" card is an example of a differentiated prepaid card which
has reduced fees, increased balance limits, and given customers priority service, among
other features (Beresford and Karp, 2007).
4.6.3 New Card Features (increasing value proposition)
Issuers and program managers are gradually increasing the prepaid card features,
delivering a higher value proposition through the following offers (Beresford and Karp,
2007):
e Savings accounts (e.g., NetSpend offers a card with an interest-bearing savings
account).
* Overdraft protection and short-term lending (e.g., Revel Prepaid MasterCard).
" Ability for the cardholder to build a positive credit history (e.g., Account Now's
Vantage Prepaid MasterCard).
In additional, prepaid issuers can increase value targeting specific group of
customers:
e Bill payment is a key functionality for the unbanked population that does not
have access to usual payment means.
* Money remittance is important for overseas workers that need to send money
home.
4.6.4 Establishment of relationships with non-profit organizations
The establishment of partnerships with non-profit organizations can improve the
access to unbanked, underbanked and immigrant populations. Prepaid issuers can work
together with such organizations to increase the population awareness about financial
tools and also to educate people about how to control budget and save money.
In additional, non-profit organizations have profound knowledge about the
population and their financial problems, high credibility and open communication with
these communities, and can help card issuers to develop new products and services
targeted for this population. An experiment involving AccountNow and the Center for
Community Change to distribute prepaid cards through community organizations
known as worker centers is an example of this kind of partnership (Schneider, 2009).
4.6.5 Internet and Mobile Customer Services
Providing tools through different channels is an effective way to provide wide
support for customers, as well as, help them to manage their accounts. Customer can
have access to information through SMS, Web interface or IVR (Interactive Voice
Response Systems).
4.6.6 Expenditures and Group Control
Expenditures and group control creates the possibility of having different cards
sharing deposits and withdrawals in the same prepaid account. It also provides
functionalities limiting expenditures per day, per week and per month, as well as, per
individual card. This type of account allows the control of a family budget and by
groups, where you need to control the level of expenditures along the time and among
people.
4.6.7 Mobile Solution
Having a mobile platform for prepaid cards may turn out to be a competitive
advantage for companies operating in countries or areas whose payment infrastructure is
not well developed. In this scenario, the mobile phones would have a prepaid account
associated with them and transactions would happen through SMS messages, with an
authentication process in place to guarantee for the transaction origin and authenticity.
In other context, with advances in smart phones, mobile phones can work as POS
systems and electronic transaction can be run through data networks, with more
advanced authentication system and transaction reliability.
4.6.8 Financial Education and Training
Prepaid cards may act as tools to help ordinary people to save money and better
manage their financials. Some companies started to provide tools to educate people
about how to manage their budget and spend better. This kind of strategy may become
an important source of differentiation and customer retention since it increases the
customer loyalty through a powerful influence on their pocket.
Analyzing specifically the unbanked population and their other needs, this kind
of tools can be expanded to provide education for the whole family. In additional, IT
systems can analyze the expenditures behavior of families and propose means for
people to spend better, involving collaboration with regional retailers and non-profit
organizations. This may turn out to be another business opportunity.
4.6.9 Customer Micro-Segmentation
The prepaid card business is relatively new. There is much to be understood and
tested with regards to customer segmentation, behavior and economics. Some market
papers have been describing customer segments generically in terms of unbanked /
underserved / "previous" banked, budget conscious, young people, immigrants, etc...
But there are only few publications trying to emphasize the potential differences inside
these groups. For instance, Abal (2007) shows that the unbanked population in the US is
quite heterogeneous, and some of these "micro-segments" have a better profit potential
and lower financial services risk exposure than others. With this recognition, different
products can be designed (features, price and distribution) to reach the whole spectrum
of this population. Companies that do not make an active use of information technology
to understand the market are not going to profit the full market potential and, still worse,
they will leave room for entrants with a better approach for the market.
4.6.10 Track Changes in Customer Behavior
Besides the micro-segmentation strategy, a company that is aiming to reach a
differential level on this market needs to experiment and use the data to evaluate not
only the customer responsiveness, but, also the customer changes.
As an example, companies may vary how they charge customers in terms of card
enrollment, maintenance fees, usage fees, load fees and account service, and figure out
how different customer segments respond to the price segmentation. Over time,
customers will understand better how the product works and may also get a higher
income, and these two aspects may drive changes on the customer purchase profile.
4.6.11 Fraud and Risk Management
Fraud is a recurring problem in the payment card industry. Advanced
technologies, like EMV based chip cards allow a better protection of the cardholder
information. EMV implementation is in different stages of implementation around the
world. Particularly in U.S. the EMV implementation is not moving ahead and there are
some reasons to explain that (Welch, 2010):
e The balance between the currently amount of money lost on fraud activities and
the investments needed to roll out an EMV based chip cards.
e Additional costs associated with the issue of chip cards (they are more expensive
than magnetic cards) and to build the infrastructure. A large part of the POS
devices and ATM will need to be replaced or upgraded to accommodate new
software and hardware requirements.
e The need to make changes on back office systems and some of them has
remained untouched or with small changes over years.
Although there is not a clear signal that the EMV migration will start to happen
seriously in U.S., some non-official industry data show that there may be a business
case for such a shift. There is an estimate that merchants, card issuers and financial
institutions will have to spend about $8.6 billion to convert the payment industry to use
EMV. However, the losses with payment fraud in U.S. were estimated in 2009 to be
around $6.89 billion on credit, debit and prepaid cards, presenting a growth of 7% when
compared with 2008 (Welch, 2010). Although there is no breakdown information about
these numbers, they may indicate that there is potential for a relatively quick payoff to
EMV implementation in U.S.
Prepaid program managers and bank issuers should be aware of the current level
of EMV implementation in their countries and design their prepaid programs
accordingly with the financial market needs and the costs associated. Table 7 provides
an overview about EMV implementation around the world.
EMVRegion EMV Cards Adoption Rate Terminals Adoption Rate
Canada, Latin
America and the 182,185,043 26.4% 2,000,000 55.6%
Caribbean
Asia Pacific 305,126,927 26.6% 3,200,000 41.6%
Africa & the
Mfidde he 16,841,874 13.7% 348,000 62.5%Middle East
Europe Zone 1' 555,688,434 65.4% 9,400,000 84.7%
Europe Zone 22 22,817,271 11.5% 457,800 61.2%
Table 7 - Worldwide EMV Deployment and Adoption reported in September, 2010
(EMVCO, 2011)
4.6.12 Contactless Cards and Near Field Communication (NFC)
Contactless cards came up as a technology suitable for low value transactions,
being this way able to replace cash. Contactless transactions are designed to be fast to
be used in transportation systems (bus, train, metro), fast food, drive-through and
convenience stores. They are also a good alternative for remote or unintended payment
1 Europe Zone 1 includes Andorra, Austria, Belgium, Bulgaria, Cyprus, Czech Republic, Denmark,
Estonia, Finland, France, Germany, Gibraltar, Greece, Greenland, Hungary, Iceland, Ireland, Israel, Italy,
Liechtenstein, Latvia, Lithuania, Luxembourg, Malta, Netherlands, New Caledonia, Norway, Poland,
Portugal, Romania, Slovak Republic, Slovenia, Spain, Sweden, Switzerland, Turkey and UK.
2 Europe Zone 2 includes Albania, Armenia, Azerbaijan, Belarus, Bosnia & Herzegovina, Croatia,
Georgia, Kazakhstan, Kyrgyzstan, Macedonia, Moldova., Serbia & Montenegro, Tajikistan,
Turkmenistan, Russia, Ukraine and Uzbekistan.
situations, such as parking garage, vending machines and toll roads (Melissa, 2005,
Gemalto, 2011).
While contactless cards are being targeted as an alternative payment mechanism
to cash for low value transactions, prepaid cards value proposition also targets to
provide a safer and convenient payment method than cash. The trend is that in a short
term both products combines functionalities and transportation cards are a good
example of it (Welch, 2010).
5. A Revision of the Business Strategies for Reaching BoP Population
In 2002, Prahalad & Hammond and Prahalad & Hart published two seminal
articles about how to eradicate poverty through profits. The proposition was centered in
the active participation of the private sector in alleviating global poverty, through the
creation of cooperative sustainable business. They proposed that companies,
governments and development agencies should stop thinking about the poor as victims
and that the solutions would not be all about donation and philanthropy. In order to
develop sustainable solutions, the poor should be seen as resilient and creative
entrepreneurs as well as value-demanding consumers.
There is a large opportunity in providing prepaid solutions for low-income
population. Although it is necessary to make a deeper analysis of customer needs and
income level to define the appropriate market and product strategies, it is important to
understand the concepts and business strategies that companies have been applying
around the world to reach low income population.
The private sector has been trying hard to figure out ways to generate high
growth rates. Maturing markets, competitors and stockholder pressures to growing
returns have been motivations for private companies to invest in innovation, new
products and services, and new markets. This way the potential untapped poor market
represents an opportunity for those companies. This approach largely differs from
previous initiatives of corporate philanthropy since it is expected to generate economic
returns to the firms (London, 2007).
Low income people often do not have access to worldwide accepted products
and services or they tend to pay more for the same offer. This happens with the poor in
both developed and developing countries (Fellowes, 2006; Prahalad, 2005). These
markets inefficiencies represent opportunities for the private sector.
In addition, there is a growing vision about the participation of the private sector
in solving the main challenges of the planet and, in particular, the poverty alleviation
(Prahalad, 2002). Although this concept is relatively new, many CEOs already
recognize that the social and environmental problems are so complex that governments
will not be able to solve them alone. More than that, these CEOs start to realize that
embedded in the solutions for those problems there are business opportunities for
innovation and profit.
Under this scenario, the participation of the private sector in designing market
approaches to the problem of the poverty seems to be mandatory. And, it is neither
about social responsibility nor charities. There is an almost untapped market to be
developed in which the poor have been underserved by most companies. Reaching this
market requires new market and management approaches.
Although low income does not mean no income, more sustainable approaches
are necessary to reach this population and effectively to serve the poor. It is not only
selling, but also creating a system in which the poor person is, at the same time, a
producer and a consumer. Only by supporting the engagement of the poor in the formal
economic system, companies will be able to sell to them. This is not trivial and requires
lots of innovation in products and services, business models and mindset change.
5.1 The Base of the Pyramid Proposition (BoP)
The BoP proposition changed the focus of servicing the poor with philanthropy,
donations and social responsibility, to a proposal of a system of inclusive capitalism. In
it, the poor represents an underserved consumer community with potential to increase
trade as they are more engaged in the market as consumers and producers. It also
emphasizes that to serve the poor is not about of applying the same strategies in a more
effective or efficient way. It requires new approaches to convert poverty in opportunity,
which implies in a combination of innovation, high-technology, private enterprises,
government, market-based solutions and development agencies.
Under the companies' point of view, there are three important advantages in
serving the poor (Prahalad & Hammond, 2002):
e New source of revenue (untapped market): Many companies are competing in
saturated markets, under extreme competitors' pressure, what results in low
margins. BoP markets represent an opportunity for new source of revenues.
* Increase operational efficiency: Companies have been outsourcing
manufacturing and services for low-cost labor markets for a long time.
Outsourcing activities generates jobs and increases the buyer power of the
population. The need in maintaining a low cost operation to serve on those areas
has the potential to improve the companies' operation as a whole, including the
traditional businesses, leading to benefits in supply chain processes and cash
flow management.
* Stimulate innovations: The need to reduce the capital investment to run the
business on these markets is pushing companies to invest in new technologies,
aiming to reduce set up and transaction costs.
Globally, most of the companies are competing in mature markets, with lots of
competitors and low margins. Around 4 billion people, which represent 70% of the
world's population, earn less than US$ 2,000 per year and are at the base of the
economic pyramid. As a whole, it represents a potentially large and untapped market.
Nevertheless, Prahalad (2005) and Prahalad & Hart (2002) observed that many
companies remained reluctant to invest in product and services to address the poor
needs and there are many reasons for that:
* Companies assume that low income people have little to spend on goods and
services, and what they have is to be spent on basic needs like food and shelter.
e Barriers to commerce - companies assume that in developing countries aspects
like corruption, inadequate infrastructure, currency fluctuations, instable
governments and bureaucracy make profitable commerce almost impossible.
* Companies evaluate that with their current cost structure they cannot profitably
compete for that market.
e Only developed markets will pay for new technologies. The poor is not able to
handle it.
" Managers are not excited (or prepared) by business challenges that have a
humanitarian dimension.
* The base of the pyramid is not important to the long-term viability of the
business and it should be left apart to governments and nonprofits.
Prahalad and Hammond (2002) point out that those thoughts represent a narrow
and outdated view of the developing world. The experience of some companies in
developing countries illustrated that although the barriers are real, they are lower.
Additionally, some changes in these countries such as political reforms, improvements
in infrastructure and openness to investment are reducing the difficulties to trade.
The economic ecosystem that currently serves the poor is full of inefficiencies
and people take advantage of this situation to explore the poor, obtaining gains far
above competitive markets. For example, a comparison between the interest rates that
financial institutions have been applying to provide microcredit with the current interest
rates that the poor are paying for informal moneylenders reveals that the difference is
about 10 to 50 times more. Based on this data, Prahalad and Hammond (2002) raise the
question about which system is really exploiting the poor. So, companies have the
opportunity to serve the poor, providing products and services, and deriving gains from
them. The poor will be satisfied since they will be paying less for a better product, while
the companies will be obtaining revenues and making profits in a totally new market.
This is a win-win relation.
The original Prahalad's proposal also has some critics. Kanani (2007) argues
that the BOP proposition is both logically flawed and inconsistent with the evidence and
proposes an alternative on how the private sector can help alleviate poverty. He
proposes that the focus should be the poor as producers rather than viewing the poor
primary as consumers. This way, the solution to alleviate the poverty goes through
buying from the poor, what will result in raising the real income of the poor.
5.2 The Market at the Base of the Pyramid
The definition of the market at the base of the pyramid is not precise. The
original definition proposed by Prahalad & Hammond (2002) and Prahalad & Hart
(2002) drew attention to the 4-5 billion poor who are unserved or underserved by the
large organized private sector. These people are not represented by the emerging
middle-class consumers, but for the aspiring poor who are joining the market economy
for the first time (Prahalad & Hart, 2002). The opportunity to serve this population,
enabling them to produce and consume products and services, has the potential to
generate high market growth rates for companies, which have been running their
businesses in mature and high competitive markets.
The first attempt to understand this population and market size divided the world
population in four tiers (figure 12) (Prahalad & Hammond, 2002; Prahalad & Hart,
2002). The tier 1 represents the middle and richer classes in the developed countries,
and wealthy classes in the developing world. Tier 2 and 3 encompass the poor people in
the developed world and the growing middle classes in developing countries. The latter
represents the main focus of multinationals at this time. Finally, the fourth tier, the four
billion people at the base of the pyramid, has annual per capita income of less than US$
1,500, the minimum considered necessary to have a decent life. For more than one
billion people, who represents one-sixth of humanity, the per capita income is less than
US$ 1 per day. Incomes are calculated based on purchasing power parity (PPP), a
measure that standardizes the price of goods and services across countries to make
comparisons possible.
Annual Per Capita Income Tiers Population in Millions
More than $20,000 A 75-100 1.5%
$1,500-$20,000 2 & 3 1,500-1,750 28.4%
Less than $1,500 4 4,000 70.1%
* Based on purchasing power parity in US$.
** Percentages are approximate.
Figure 12 - The World Economic Pyramid
(Prahalad & Hart, 2002)
Prahalad (2005) argues that there is no single useful definition of the base of the
pyramid. Institutions, authors, companies are largely adopting names and definitions
that fit better with their goals. Some are considering the next 4 billions, others the
bottom billion and some are considering the market classification as classes A to E, with
BoP consumers ranging from E to C. Many companies are engaged in defining their
first targets to the BoP segment, and naming this layer as their BOP customers or new
emerging consumers. The BoP market is large and diverse, so that, it is natural that
institutions around the world choose which segment they want to serve.
There is a segment of the BoP population that is extremely poor. These people
are usually exposed to diseases and wars, many times living in subhuman conditions
and totally out of the economic system. There are no other way to improve the live
conditions of them than government aids, subsides and philanthropy. Nevertheless, the
final goal of such projects must be to create conditions for these people to gradually
engage in a market based approach.
Aiming a better understanding of the BoP population, the World Resource
Institute, in a partnership with the International Finance Corporation (World Bank
Group), published a report with data from national household surveys in 110 countries
and an additional standardized set of surveys from 36 countries. Using data of incomes,
expenditures and access to service, the report characterizes the BoP population
regionally and nationally, in urban and rural areas, and by sector and income level
(Hammond et al., 2007a; Hammond et al., 2007b). The report defines BoP population
segment as the one constituted for the 4 billion people with annual incomes up to and
including US$3,000 per capita per year. Yet their incomes are little in per capita daily
basis, in accordance with the report, the BoP constitutes a global consumer market of
US$ 5 trillion (table 8).
sOP population sOP share of total SOP Income (milions) SOP share of total
(mimlons) population (%) PPP US$ income (%)
Afrc 486 95.1 429,000 120,000 70.5
Asia 2,858 83.4 3,470,000 742,000 41.7
Eastern Europe 254 63.8 458,000 135,000 36.0
Latin America & cariban 360 69.9 509,000 229,000 28.2
3958 4p1L400 226000
Table 8 - BoP Population and Income Levels (Hammond et al., 2007b)
The mid-market population segment is defined as the 1.4 billion people with
annual incomes ranging from above US$ 3,000 and up to and including US$ 20,000,
representing a US$ 12.5 trillion market globally. This market is largely urban, relatively
well served and extremely competitive. The high income segment includes people with
earnings above US$ 20,000.
A market of four billion people cannot be seen as one monolithic block. These
people are distributed around the world, represent different cultures, have different
levels of income, different problems and needs. To categorize this market we need to
understand some characteristics: levels of literacy, rural-urban mix, geographical mix,
income levels and cultural and religious differences. The proportion of people in each
criterion varies over countries.
BOP market-$5 trillion
TOTAL BY INCOME SEGMENT
BOP3000
BOP2500
BOP2000
BOP1500
BOP1000
BOPSOO
Figure 13 - BOP Market Segmentation by Income
(adapted from Hammond et al., 2007b)
The household surveys, lead by the World Resources Institute, revealed
interesting patterns regarding incomes, expenditures and access to services. The BoP
market in Asia is the largest (table 8). Latin America & Caribbean is the second biggest
market in BoP income, followed by Eastern Europe and Africa. Although the African
continent is the smallest in terms of the purchasing power, it is the second biggest
market in terms of BoP population. In Africa, BoP income represents 70.5% of the total
population income, what represents an opportunity for leveraging this market as the
population becomes more engaged in the economic system.
Figure 13 also illustrates the estimated BoP population income by segment /
region. The income distribution varies with the region. For example, in Eastern Europe
and Latin American & Caribbean, there is an income concentration on the top layers of
the BoP segment. On the other hand, Asia and Africa have the income distribution more
concentrated on the bottom of the BoP segmentation. The same patterns can be found
across the countries.
BoP rural areas are dominant in Africa and Asia. Eastern Europe and Latin
America & Caribbean have a higher concentration of BoP population in urban areas
(figure 13). Hammond et al. (2007a) emphasizes that the distribution of the population,
income and spending pattern have implications for business strategies and public
policies.
Analyzing the pattern expenditures by sector, the World Resources Institute
raised data from the following segments: food, housing, energy, water, health,
transportation, ICT (information and communication technology) and others. In general,
food dominates the expenditures, but as incomes rise, the proportion spent on food and
housing declines, while the share of transportation and information and communication
technology grow (figure 14).
Estimated Global BOP Market per Sector
0% N Food
3% U Energy
4% m Housing
N Transportation
N Health
0 IcT
Water
a Other
Sector Spending
(billion US$)
Food 2,895
Energy 433
Housing 332
Transportation 179
Health 158
ICT 51
Water 20
Other 798
Figure 14 - Estimated BoP Size (adapted from Hammond et al., 2007b)
5.3 Business Strategies for the Base of the Pyramid
In some industries the market for the base of the pyramid is well known. They
are examples: Retailing, fast-moving consumer goods, micro finance, telecom and agri-
business. Other markets are arising as future opportunities, such as: computing, health
and wellness-oriented food, health care, education, pharmaceuticals and energy.
Affordable and modem housing, water and transportation are still elusive at the BoP
(Prahalad, 2005).
The BoP segment should not be approached with the same set of strategies that
have been applied to developed markets. Particularly, this market has not been explored
and understood enough and experimentation and innovation are critical concepts to
understand the current dynamics. Prahalad (2005) describes some lessons that have
been applied successfully for companies running business in BoP markets:
* Understand the market constraints: There are some non-negotiable
constraints that affect companies that are willing to participate of BoP markets.
They are:
o Scalability: Base of the pyramid business tends to be low margin. So it is
strongly dependent of volume (high scale). Yet, the lack of scale will not
make a representative change for the people's lives.
o Affordability: It is a key element to reach this customer. Companies should
think about the price constraints that are intrinsic to this market, and new
ways to create and capture value.
o Modem technologies: Companies are not able to serve this market using the
same paradigms that have been dictated the business in developed countries.
Reductions of cost require intensive use of new technologies in the design of
products and services.
o International standards: The poor wants to have access to worldwide
qualified products and services. They are looking for quality, safety and
aesthetics. Moreover, ecological sustainability is a requirement, mainly, due
to the scale involved in the commercialization.
All the other elements of doing business, such as: capital intensity, work flow,
volume, manufacturing and logistics, design of products, maintenance, pricing,
use of people, skill development and building an ecosystem of specialized
suppliers; should be evaluated under these restrictions. Figure 15 illustrates the
concept of innovation sandbox described by Prahalad (2005).
Scalability
New intensity Safety,
Price-performance Quality,(targeting Sustainability
affordability) next practice Carbon
Specialization orientation neutral?
Logistics
Modern, aspirational and hybrid technologies
Figure 15 - The Innovation Sandbox (Adapted from Prahalad, 2005)
e Build an ecosystem: Markets at the base of the pyramid are local and
fragmented, since they have been remained underserved by the private sector.
To reach scalability with low investment in capital, and to quickly increase the
knowledge in the markets, the private sector needs to invest in creating an
ecosystem. A typical one is composed by: large finns, small and medium size
companies, micro entrepreneurs, nonprofit organizations and the public sector.
There are some examples in the literature that illustrates the application of
ecosystems. Unilever created in India a large network of rural entrepreneurs that
distribute its products. In the pre-paid cell phone markets, companies are
building networks of entrepreneurs to sell their cards.
e Co-create solutions: The market development at the bottom of the pyramid
does not mean to create cheap versions of the existing products. It requires local
knowledge and local trust. The poor has been developing business with local
small companies or intermediaries, and, although this market is full of
inefficiencies, it is not expected that this population abandon its local traders,
money lenders, or any other business entity, unless they develop trust with other
companies. They need to know and trust that the new companies, besides being
more efficient, will be available whenever they need.
Going beyond that, to satisfy the requirements of the BoP market, companies
need:
e To adapt and evolve their world-class products and services in accordance with
local requirements.
e To create a lean business organization.
e Quickly learn about local consumers and their needs.
Companies that have been succeeded in BoP markets have been investing in the
capacity to integrate the contributions of multiple players into a coherent hole, so that,
they are able to reduce capital investment, reduce overheads and risks, gaining trust and
local knowledge. The case of British Petroleum in the development of a biomass stove
for the rural poor illustrates this situation. In it, BP used input from consumers,
nongovernmental organizations and the Indian Institute of Science to design,
manufacture and sell the product.
o A new concept of scale: Base of pyramid business requires the building of
nodal organizations in order to achieve scale with fewer investments. Nodal
organizations coordinate highly distributed and independent suppliers,
contractors or potential consumers, and build a reliable logistic system around
them. They manage the interaction among the partners providing intellectual
infrastructure, standards of performance, customer interface and the technology
backbone. In fact, companies engaged in this strategy build a virtual scale.
Amul and Nestle in India have been using this model to collect milk from
million of small farmers, that own one or two heads of cattle. The companies
pay the farms for volume and quality of the milk (fat content) and they use an
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efficient logistics from collection centers to processing units. Most of nodal
organizations are very lean and employ self-regulating systems, what means,
they do not need much supervision.
e Use technology: The use of advanced technology has been critical to achieve
success in BoP markets. It has been having an important role to assure the
quality of the products and services. Besides of that, technologies have been
employed to reduce the overall cost operation, mainly when the business can be
scaled up, so that, the transaction costs per unit decrease. IT applications have
been used in cell phones to provide access to banking accounts and IT solutions
have been providing real time information about supply chain and inventories,
enabling a continuous process optimization.
e Environmental sustainable solutions: It is imperative to think about
environmental sustainable solutions to market for the BoP. Products and services
design to engage more 3 or 4 billion people in the economic system may
contribute for a severe degradation of the environment. Attending this purpose,
some companies are introducing innovations through biodegradable packages
and new sources of renewable energy.
e Requires change in old market development practices: To operate in BoP
markets many companies have to rethink their business paradigms, regarding
operation processes, business models and metrics. Sometimes this will require
profound changes in the way of thinking of the organizations, what may be hard
to happen in some cases. For example, in BoP markets the creation of
ecosystem, with companies, government, society, all entities collaborating each
other, it is, in some cases, imperative to make the business feasible.
It is hard for traditional managers to recognize the potential of BoP markets.
Achieving this objective, when analyzing the market structure, they need to evaluate the
potential going beyond the current situation of poverty and unorganized market.
Companies aiming to serve the base of the pyramid need to invest to create a
commercial infrastructure that allows them to promote development and to attend the
needs of those markets. The rising of infrastructure will allow the market development
at BoP (Prahalad & Hart, 2002).
Price Performance Views of Quality
" Product development * New delivery formats
e Manufacturing o Creation of robust products for harsh
e Distribution conditions (heat, dust, etc...)
Sustainability Profitability
" Reduction in resource intensity o Investment intensity
e Recyclability o Margins
e Renewable energy o Volume
Table 9 - New Strategies for the Bottom of the Pyramid
(Prahalad & Hart, 2002)
However, to be economically feasible to reach the markets at the bottom of the
pyramid, companies should invest in building ecosystems, involving local government
authorities, nongovernmental organizations (NGO), local people and communities,
financial institutions and other companies. There are four elements that are critical for
being successful in BoP markets: creating buying power, shaping aspirations, improving
access and tailoring local solutions (figure 16). These elements are shown below:
Creating
BuyingPower
'Access to credit
*lincome
generation
Improving Shaping
Access Aspirsotins
*Distribution *Consumer
systems education
*Communications *Sustainable
links development
Tailoring local
solutions
*Targeted
product
development
8Bottomn-up
Innovation
Figure 16 - The Commercial Infrastructure at the Bottom of the Pyramid
(Prahalad & Hart, 2002)
5.3.1 The First-Generation BoP Strategy: Basic Needs
In the first generation of corporate BoP ventures, companies designed their
strategies to sell affordable, high-quality products and services to address the poor basic
needs. Further other companies extended the basic needs BoP approach under two
perspectives: (a) To sell products and services to the poor that allows it to increase
income and (b) to employ poor people to produce and sell products.
The performance of corporate BoP ventures that applied Basic Needs strategy
disappointed. Simanis et al. (2008) sustains that these results were already foreseen
since companies built their strategies with the false assumption that the BoP was already
an established market. With this assumption in mind, they applied their traditional suite
of strategies, whose focus is to provide consumers with more for less, reflecting the core
concept of the Basic Needs development approach. Simanis & Hart (2008b) states that
to push repacked and reformulated products in slums may increase sales in the short
term, but in the long term, these strategies will almost certainly fail since the business
remains ignoring the problems and challenges of the communities.
Under this scenario, traditional business strategies, such as: customer
segmentation, value chain analysis and optimization, and analysis of the
competitiveness of the industry will not work, because all of them assume that there is a
market in place, with organizing buyers, sellers and customers (Simanis et al., 2008).
Mostly, BoP population are trading in unstructured and informal markets.
5.3.2 The Second-Generation of BoP Strategy: Going Beyond Needs
In 2003 researchers, universities, companies and NGO's started to work together
in an initiative that they named Base of the Pyramid Protocol project. The primary
purpose of the project was to create a validated research protocol, whose goal would be
to provide a framework for engaging the BoP in a manner that fosters a deep
understanding of its local needs. The protocol aims to provide insights about processes
that companies can use to identify and develop sustainable business models in
partnership with BoP customers (BOP Protocol, 2011). The first edition of the protocol
was finally released in 2005, followed by a couple of projects in the field to apply and
validate the concepts.
BoP 1.0 BoP 2.0
e BoP as consumer * BoP as business partner
e Deep listening e Deep dialogue
e Reduce price points e Expand imagination
* Redesign packaging, extend 0 Marry capabilities, build shared
Distribution Commitment
" Arm's length relationships e Direct, personal relationships
mediated by NGOs facilitated by NGOs
"Selling to the Poor" "Business Co-Venturing"
Table 10 - Next Generation BoP Strategy (Simanis & Hart, 2008)
The BoP 1.0 protocol raised some criticisms about the real purpose of corporate
BoP strategies. Mainly, whether or not, they would address the fundamental problem of
the poverty and sustainable development. The second-generation BoP strategy proposes
an embedded process of co-invention and business co-creation that put corporations in
business partnership with BoP communities.
The BoP 2.0 is built on the concepts of business model intimacy and embedded
innovation paradigm. The former is a type of relationship in which the identity of the
community is fused with of the company. It represents a jointly constructed vision of a
better life and community. Creating business model intimacy requires change in the way
of companies create and capture value. It is about to co create solutions with the
community, based on dialogue and joint action.
In accordance with Simanis & Hart (2009), the traditional innovation, which
they named as Structural Innovation Paradigm, is becoming a baseline capability
necessary for all companies to compete in the current marketplace. It is based on selling
"better, faster and cheaper" than the competitors through structural improvements in the
company's business system.
Under the Embedded Innovation Paradigm companies and community work
together to create, launch and co-evolve a new business and a new market in the
community. This mutual commitment creates the glue, the bond among the
stakeholders, which becomes a source of value and an additional barrier to competitors.
Built on those concepts, the Base of the Pyramid Protocol v2.0 consists of three
interdependent phases (figure 17):
* Phase I: Opening Up: It starts with a company immersion in the community
with the goal of building trust and effective communication links. It ends up
with the co-creation of a business concept together with a team of community
partners, along with local market interest about the initiative.
0 Phase H: Building the Ecosystem: It is about how to formalize the new
organization with the partners, creating the brand, and initial products and
services offering, involving the community in an intensive action learning
process.
o Phase I: Enterprise Creation: In this phase, the learning process continues to
evolve, reaching a larger part of the community and implementing small-scale
tests, to develop a better comprehension about the business model and to build
local management capacity to be in charge of the business growth.
The final result of the process is a locally embedded community business,
offering products and services designed for and by the community, with a proven
business model.
Phase I
Opening Up
Phase Ill Phase 11
Enterprise Building the
Creation Ecosystem
Figure 17 - The BoP Protocol v2.0 (Simanis & Hart, 2008b)
6. Developing a Strategy for APPI in the Prepaid Industry
The goal of this section is to develop a business strategy for APPI in the prepaid
industry. The Delta Model provides the framework to guide the formulation of the
planning process, which will involve the following steps:
* Customer segmentation.
e Customer value proposition.
e The existing competencies.
e The desired competencies (the ones that the company needs to develop in order
to deliver the value proposition for the customers).
e The Mission of the Business.
6.1 Customer Segmentation
The prepaid industry represents a new business unit inside APPI. The company
started operations in this market through a vertical unit in the health care market,
offering a prepaid health care card solution. Over the first year of operation, the
company learned about the prepaid business and improved its infrastructure, including
the back office system (authorizer), to be able to configure and launch any solution
based on prepaid business. Historically, the company has been acting as an information
technology service provider in niche markets, but now it faces the challenge of
indentifying which of their capabilities are relevant in the new business, and, in
additional, which ones it has to develop.
The value chain of the prepaid industry is slightly different from the traditional
credit / debit industry. Program managers, reload networks and distributors are types of
institutions that came up with the prepaid industry. The first step to understand who the
customers are is to define which roles APPI can assume in this industry. Taking an
extreme example, a small group of well-recognized companies make part of the
payment networks (Visa, Mastercard, Dinners, American Express). So, in the payment
industry, APPI should look for ways to collaborate with these companies in order to
enhance its value proposition.
In the payment industry, there are strong requirements to be a card issuer. Bank
card issuers need to go through a variety of regulations and requirements to get their
approval. Unless APPI is prepared to make this significant investment or is able to
acquire a bank, this is not an option to be considered. On the other hand, for vertical
industries, like health care, or in closed-loop cards, a company may assume the role of a
card issuer. Using market information, APPI potential customers were segmented in six
tiers in accordance with different degrees of value-added by the firm (table 11).
Customer Tier Description
Tier 1 - Partner Solution Small and mid size companies acting in a variety of business
Seeker segments, looking for expertise and complete solutions to establish
prepaid programs in their businesses.
Tier 2 - Total Solution Customers that are looking for alternatives to credit cards and want to
Seeker use prepaid cards as the main payment channel. They are willing to
establish a relationship with card providers that offer customized and
differentiated features. This way, they want to have the option to
engage in an affinity or co-branding card, select a reward or rebate
program, or the possibility to choose among different fees options.
Tier 3 - Negotiated Large private companies that are interested in using prepaid cards to
Solution Seeker implement one or more of the following programs: payroll cards,
benefit/incentive cards or prepaid business cards.
Tier 4- Bidding These customers require a supplier bidding process. Most of them are
Solution Seeker state owned companies and bids may be a law requirement. Others
are private companies looking for innovative solutions.
Tier 5 - Bank alternative It is a product targeted for the population that is looking for an
seeker alternative to shift from expensive checking accounts and credit cards
to a flexible and convenient prepaid card. They do not wish to lose
certain advantages that they currently have with the traditional
products, but want to be free of expensive account maintenance fees
and credit card high interest rates.
Tier 6 -Account seeker It is a product targeted for mass population of unbanked people,
budget conscious and other generic purposes. Price is a key point in
the purchase decision, but not the only one. These customers usually
demand quality of services.
Table 11 - Customer Tiers
6.1.1 Tier 1: Partner Solution Seeker
These customers, normally small and mid-size private companies, merchants,
retailers, shopping centers and banks, acting in a variety of business segments, are
looking for expertise and complete solutions to establish prepaid programs in their
businesses. They took the strategic decision to keep their focus on their business and are
willing to establish a long-term relationship with the service provider. As a result, the
degree of bonding with this customer is high. They are examples of this type of
customer: small and mid size retailers, shopping centers, small and mid size banks and
companies that provide vertical solutions (e.g., health care or fleet management).
Business Dimensions Description
Products and Services Prepaid program overall management, card issuing, production
(including transaction management and settlement,
authorization transaction, processing and payment clearance),
management of distribution channels, customer service, Web
portal access and mobile interface, reload and debit networks
interface and management
Customers Small and mid size private companies, merchants, retailers,
shopping centers and banks
Channels Direct sales
End Users Companies' final customers
Complementors Card issuers, network payments, data communication network,
POS manufacturer's, field service companies, distribution
network
Unique Competencies e Breadth of offerings
" Fast set up and flexibility (fast development of new
requirements and customizations)
e Vertical integration.
" Market relationships and network of complementors.
e Cost-effective structure.
" Recognized technical expertise.
Table 12 - Business Dimension of Tier 1- Partner Solution Seeker
Customer Dimensions Description
Experiences Implementation of a complete prepaid program.
Value Delivery Systems Sophisticated IT platform, including back office authorizer,
Internet, POS and Mobile interface applications. Professional
team with diversified experience in the card industry: business
developers, project managers, technical team. Network of
complementors.
Value Appropriation By the customer:
e One-stop shop solution.
e Cost reduction.
" Access to the network of partners.
By the company:
e Customer lock-in.
e Higher margins.
* Predictable revenue
e Scale and scope economies.
By both:
" Long-term relationship
e Productive partnership
Table 13 - Value Proposition for Tier 1 - Partner Solution Seeker
6.1.2 Tier 2: Total Solution Seeker
These customers are looking for alternatives to credit cards and want to use
prepaid cards as the main payment channel. They are willing to establish a relationship
with card providers that offer customized and differentiated features. This way, they
want to have the option to engage in an affinity or co-branding card, select a reward or
rebate program, or the possibility to choose among different fees options. They usually
request the prepaid card through Internet, where they can configure the card in
accordance with their preferences. This strategy is similar to mass customization that
was originally implemented by Dell during 90's. These are some options that customers
have available to configure their cards: Affinity or co-branded cards, Rewards or Rebate
programs, Color, Activation fee (issuance) / Monthly fee / Transaction Fee / Customer
service fees, Overdraft limit (subjected to credit approval) I savings account, dependent
cards and limits.
Business Dimensions Description
Products and Services Customizable prepaid cards. Available options: Affinity or co-
branded cards, Rewards or Rebate programs, Color, Activation
fee (issuance) / Monthly fee / Transaction Fee / Customer
service fees, Overdraft limit (subjected to credit approval) /
savings account, dependent cards and limits, fraud protection
and insurance.
Internet and mobile interfaces.
Outstanding customer service.
Customers Well educated and conscious customers that are looking for
alternatives to credit cards.
Channels Web site
End Users Described in the customers section.
Complementors Affinity and co-branded partners, reward program partners,
card issuers, network payments.
Unique Competencies e Breadth and differentiation of offerings.
" Partner relationships
" Flexible IT system.
" Relationships with bank issuers and network payments.
" Network of complementors.
Table 14 - Business Dimension of Tier 2 - Total Solution Seeker
Customer Dimensions Description
Experiences Highly customized card.
Special customer service hotline.
Special offers from affinity and co-branded partners.
Value Delivery Systems Flexible Web IT platform.
Well trained customer service through different channels
(phone, on line Internet and e-mail).
Value Appropriation By the customer:
e Convenience and preferences attended.
e Exclusive service.
By the company:
* Higher margins
e Long term relationship
Table 15 - Value Proposition for Tier 2 - Total Solution Seeker
6.1.3 Tier 3: Negotiated Solution Seeker
These customers are normally large private companies that are interested in
using prepaid cards to implement one or more of the following programs: payroll cards,
benefit/incentive cards or prepaid business cards.
They have internal team, but they think that the operational efficiency can be
improved if they find a partner that helps them to design and roll out prepaid programs.
They do not require complete solutions, but they need some level of customization to
implement more creative solutions and rely on the company to reach this goal. Over
time they recognize some value in having a service provider with horizontal breadth.
The level of bond ranges from moderate to high and these customers have the potential
to establish a long- term relationship.
Business Dimensions Description
Products and Services Consulting in prepaid program management, integration with
the payroll system (ERP), card issuing assistance, production
(including transaction management and settlement,
authorization transaction, processing and payment clearance),
customer service, Web portal access and mobile interface.
Customers Large private companies
Channels Direct sales
End Users Companies' employees
Complementors Card issuers and network payments
Unique Competencies * Recognized technical and business expertise.
" Cost-effective structure.
" Market relationships.
Table 16 - Business Dimension of Tier 3 - Negotiated Solution Seeker
Customer Dimensions Description
Experiences Custom and cost effective program implementation.
Value Delivery Systems Business experts providing consulting.
Sophisticated IT platform, including back office authorizer,
Internet, POS and Mobile interface applications.
Value Appropriation By the customer
" Competitive pricing for custom services.
* Access to the business knowledge.
By the company:
e Reputation to provide services to large customers.
e Potential customer conversion to a more profitable tier.
Table 17 - Value Proposition for Tier 3 - Negotiated Solution Seeker
6.1.4 Tier 4: Bidding Solution Seeker
These customers require a supplier bidding process. Most of them are state
owned companies and bids may be a legal requirement. Others are private companies
looking for innovative solutions. Both categories bid for customized services, and price
is imperative in the supplier selection process. Nevertheless, these customers have
potential for the development of long-term relationship if APPI be able to provide
uniqueness in its products and services (even when they are not required).
Business Dimensions Description
Products and Services Prepaid program overall management, card issuing, production
(including transaction management and settlement,
authorization transaction, processing and payment clearance),
management of distribution channels, customer service, Web
portal access and mobile interface, reload and debit networks
interface and management
Customers e Companies those are willing to offer prepaid solutions for
current or prospective customers.
e Companies those are willing to offer benefits for their
employees.
e Government agencies that are offering social benefits
though prepaid cards.
Channels Direct sales
End Users Companies' employees and population reached by government
programs.
Complementors Card issuers, network payments, data communication network,
POS manufacturer's, field service companies, distribution
network
Unique Competencies e Breadth of offerings.
e Vertical integration and cost-effective structure.
" Recognized technical expertise.
" Market relationships and network of complementors.
Table 18 - Business Dimension of Tier 4 - Bidding Solution Seeker
Customer Dimensions Description
Experiences Implementation of a complete prepaid program.
Value Delivery Systems Sophisticated IT platform, including back office authorizer,
Internet, POS and Mobile interface applications. Professional
team with diversified experience in the card industry: business
developers, project managers, technical team. Network of
complementors.
Value Appropriation By the customer:
e Quality and expertise, with a relative low cost solution.
By the company:
e Scale and scope economies.
" Reputation to provide services to government and large
customers.
Table 19 - Value Proposition for Tier 4 - Bidding Solution Seeker
6.1.5 Tier 5: Bank Alternative Seeker
Differentiated Reloadable Prepaid Cards (DPR) are branded prepaid cards from
a major payment network (VISA, MasterCard, American Express, Discover, etc...).
These cards are practically accepted in any point of sale that those brands are present. It
is a product targeted for the population that requires prepaid cards but that wish a
product more flexible and with more features. Price is a key point for the purchase
decision, but not the determinant. These customers require that prepaid cards work
pretty much like a checking account, offering functionalities such as: overdraft, short-
term lending, interest payments and ability for the cardholder to build a positive credit
history. Other users require features similar to credit cards, demanding functionalities to
create dependent cards and selective expenditure control. Usually the level of customer
bonding is moderate and the company should continuously monitor market trends and
customer preferences in order to provide differentiated solutions to increase customer
retention and card use.
Business Dimensions Description
Products and Services Prepaid cards with bill payment, money remittance, overdraft,
savings account (interest payment), credit score building,
dependent cards and budget tools. Internet and mobile
interfaces, online financial education tools and customer
service.
Customers e Fully banked households that are looking for cheaper
alternatives to expensive checking accounts and credit
cards.
e Previously-banked, they are people that already had a
checking account but had credit problems. They are
looking for alternative solutions and wish to rebuild credit
score.
e Budget conscious households: They are represented for
people that need a mechanism to control expenditures,
allocating specific budgets for specific purchases and
provide children with dependent cards.
Channels Web site and distribution network.
End Users Described in the customers section.
Complementors Card issuers, network payments, data communication network,
POS manufacturers, field service companies, distribution
network.
Unique Competencies e Breadth and differentiation of offerings.
" Cost-effective structure and vertical integration.
" Distribution network (retail).
" Reload network.
* Relationships with bank issuers and network payments.
" Network of complementors.
Table 20 - Business Dimension of Tier 5 - Bank Alternative Seeker
Customer Dimensions Description
Experiences Checking account and credit card functionalities.
Overdraft and short term lending with low interest rates.
Credit score building.
Dependent card and expenditures control tools.
Quality of service and outstanding customer service.
Value Delivery Systems Flexible IT platform with high availability.
Well trained customer service through different channels
(phone, on line Internet and e-mail).
Easy tools for account and expenditures control, bill payment
and money transfer.
Credit score building tools.
Value Appropriation By the customer:
" Access to financial tools.
* Credit score building.
e Access to credit (overdraft and loan).
e Expenditure control.
By the company:
* Increase the customer base.
* Scale and scope economies.
Table 21 - Value Proposition for Tier 5 - Bank Alternative Seeker
6.1.6 Tier 6: Account Seeker
General Purpose Reloadable Prepaid Cards (GPR) are usually branded prepaid
cards from a major payment network (VISA, MasterCard, American Express, Discover,
etc...). These cards are practically accepted in any point of sale that those brands are
present. It is a product targeted for mass population, where price is a key point for the
purchase decision, but not the only one. These customers usually demand quality of
services and easy tools to attend their basic needs. Usually the level of customer
bonding is low and the company is continuously looking for low cost innovative
solutions to increase customer retention and card use.
Business Dimensions Description
Products and Services Generic purpose prepaid cards with bill payment, money
remittance functionalities, Internet and mobile interfaces,
online financial education tools, customer service.
Customers * Unbanked: people that are interested in acquiring a prepaid
card because they do not have access to a bank account due
to one of the following reasons: lack of minimum income,
poor credit evaluation or do not afford (or want) to pay
high banking fees
e Budget conscious: They are represented for people that
need a mechanism to control expenditures, allocating
specific budgets for specific purchases.
e On-line consumers: Consumers that do not feel
comfortable in buying through Internet using their credit or
debit cards.
Channels Web site and distribution network.
End Users Described in the customers section.
Complementors Card issuers, network payments, data communication network,
POS manufacturers, field service companies, distribution
network.
Unique Competencies o Cost-effective structure and vertical integration.
" Distribution network (retail).
* Reload network.
e Relationships with bank issuers and network payments.
* Network of complementors.
Table 22 - Business Dimension of Tier 6 - Account Seeker
Table 23 - Value Proposition for Tier 6 - Account Seeker
Figure 18 summarizes the customers' layers.
Tier 1: Partner Solution Seeker
e Small and mid size private companies.
* Looking for expertise and longterm
relationships in roling out a prepaid
program.
* Contracts with reasonably margins and
revenues are recurring;
-Need "everything'the company hasto
offer.
Tier 2: Total Solution Seeker
* Well educated and conscious customers
lookingfor differentiated alternatives to
credit cards.
e Demand customizable solutions, an
.upscale prepaid card".
e Strong affiliation with sports team,
special-interest organizations, etc...
% system
X Lock-In
Total
Customer
Solutions
Tier 4: Bidimg Solution Seeker
e Bidding process.
e State owned and private companies.
e Highly demandingcustomer.
-Requirements change are often and
negotiation process is hard.
* Uniqueness in products and services can
increasethe potentialforlongerterm
relationship.
Tier 6: Account Seeker
-Unbanked population basically looking
fortoolsfor bill payment and money
remittance.
e Budget consciousthat need a mechanism
to control expenditures.
-On-line consumers thatdo notfeel
comfortable in buyingthrough Internet
usingtheir credit or debit cards.
-Degree of bond is low;
* Distribution channel and price are the
purchase drivers.
Best
Product
Tier 5: Bank Alternative Seeker
- Fully banked house holds looking for
cheaperaltematives to checking accounts
and credit cards.
- Previously-banked with credit problems
They are looking for prepaid products
withfeatures of checking accounts, such
as: overdraft and short term lending with
low interest rates, credit score building
and dependent cards.
- Room for product differentiation.
Figure 18 - Prepaid Business Unit Customer Segmentation
Customer Dimensions Description
Experiences Good quality of service, outstanding customer service,
attendance to the basic population needs
Value Delivery Systems Well trained customer service through different channels
(phone, on line Internet and e-mail).
IT platform with high availability.
Easy tools for bill payment and money transfer.
Value Appropriation By the customer:
e Good quality in a low cost solution.
e Assistance to their basic needs (bill payment and money
remittance).
e Financial education.
By the company:
e Increase the customer base.
e Scale and scope economies.
Tier3: Negotiated Solution Seeker
* Large private companies.
e Intemalteam and capabilities to
operate the solution.
e Rely on partners to innovate.
- Do not require complete solutions,
but only pieces that are integrated in
theirvalue chain.
- Contracts with reasonably margins.
6.2 Segmentation Analysis
The segmentation analysis was developed based on the two main groups of
customers:
e Institutions: Government agencies, large corporations, small and mid-size
businesses.
e Final customers: people that buy and use prepaid cards for a variety of reasons.
The levers to segment customers were their willingness to pay and the bond
level that the company establishes with them. For instance, large corporations are more
independent and self-sufficient, they buy the company's product, but they want to know
and operate the solution (they have internal teams). As a result, the level of bond is
moderate and the relationship tends to be more transaction based. The company's goal
for this customer should be develop more long term relationships through an extensive
offer of products and services, and efficient execution.
In many countries government agencies depend on bidding process to acquire
solutions. APPI experience has demonstrated that, over time, it is possible to establish a
moderate level of bond, since in some cases there are rooms for contract renewal based
on performance. The company's goal for this customer should be to develop complete
solutions, along with partners (complementors), and surpass the average market quality
level.
Small and mid-sized companies are usually more prone to establish long term
and closer relationships. They need almost everything that APPI has to offer and rely on
the company to operate the solution. The target for this type of customer should be to
increase the breadth of the offerings and be responsible for the whole solution
deployment and evolution. Business models based on revenue share can be applied for
this layer since the companies rely on an important mutual interdependence for the
success of the business.
Finally, three types of final customer segmentation were defined: Total Solution
Seeker, Bank Alternative Seeker and Account Seeker, representing respectively: budget
conscious customers looking for an alternative solution to credit/debit cards, people that
are trying to escape from the high fees charged by checking accounts or desire to
possess a prepaid card as a convenient payment method, and, finally, the unbanked
population. Despite of there is no much data available about customer segmentation in
the prepaid card industry, the key point for the company competitiveness is the ability to
develop a deep knowledge about customer needs through the creation of new customer
segments (sub-segmentation or micro-segmentation) and new value propositions
targeted to them.
6.3 Bundle of Competencies
Over the years APPI has built a set of core competencies that are the basis for its value
proposition. The existing set of competencies is discussed below:
* Best Product
o Low cost: The development of technology products is not a low-cost
business. But the company has been making significant efforts to optimize
its internal processes. The company developed a set of tools to reduce the
costs of developing (internal) and operating (external) the solutions. From
the internal standpoint, the technology that has being used simplified the
development, customization, roll out and maintenance of applications. The
combination of POSWEB technology, for data capture, and open-source
tools, demonstrated to be powerful. The POSWEB platform also allows a
unique flexibility in operating a low cost solution. This happens through the
following advantages: faster and incremental updates, fast development and
maintenance, and reduced certification costs. The company has also
developed a network of suppliers and complementors with competitive
market prices. This way, it was able to reduce the incremental costs in
operating the solution.
o Differentiation: The Company's main differentiation is flexibility, which
means, the ability to develop customizable solutions for specific customer
needs and shift strategy whenever it is necessary. The company also tries to
maximize the delivery of outstanding solutions, measured by the depth and
quality of the service provided to customers. These goals are achieved by
keeping a high capable and diversified technical and management team.
The company has also developed an IT system that allows the design of
customizable prepaid programs. Prepaid markets tend to be more
commoditized and most of the incumbents have been competing in low cost
operations and high volume of cards.
e Total Customers Solution
o Horizontal Breadth: APPI has the capacity to offer a large array of services
to its customers. In the electronic transaction market, the company is able to
provide complete solutions by itself or through partners/complementors. The
solutions include:
= Prepaid program management.
= Card design and production.
= Software for network data capture (client and transactional switch).
= POS hardware.
= Datacenters.
" Data network.
- Software development, customization and maintenance services.
- Flexible IT system for prepaid program design and management.
" Transaction management, authorization transaction, clearing and
settlement.
" Customer service, help desk and second level support for operations.
- Field service and hardware maintenance.
" Management of distribution channels.
- Web portal access and mobile interface.
" Reload and debit networks.
This set of products and services culminates in a "one-stop shopping for
a unique solution".
o Customer Integration: The Company offers a complete solution for
customers that need to implement a prepaid program and provide consulting
for customers that do not have experience with its implementation. This
involves lots of activities being outsourced for the company. Moreover, the
transactional infrastructure, encompassed by data centers, virtual private
networks, switch and data links, allows data exchange with customers' back
office. The Web Portal allows B2B or B2C customers to have access to on-
line information about revenues, expenditures, balances and transactions,
among other information. The company has links with banks for clearing
and settlement. Finally, the Company web site allows the customer to start
the support process (open a ticket) and follow it through its life cycle. Also,
the entrepreneurial spirit that permeates the organization allows fast
solutions for customer demands. Customization and prototypes are important
tools to accomplish this task. Customer support 24x7 is provided.
o Redefining the Customer Experience: The Company promotes joint
product and service development with key customers. It also makes offerings
to potential customers try their solutions based on risk, when the customer
pays for the solution only if it reaches pre-established and agreed
requirements.
e System Lock-in
o Proprietary Standards: The Company had POSWEB patent granted in
Mexico and South Africa. There are patent pending requests in other
countries, including Euro zone, USA, Japan, China, India and Singapore.
The existing bundle of competencies are
Horizontal Breadth
* One-stop shopping' for
prepaid solutions.
* Multi-channel platform
including products for Web PC,
POS and mobile devices.
Total Z
Customer
Solutions
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-Joint
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- Trial
summarized in Figure 19.
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eFlexible IT platform.
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Figure 19 - Existing Bundle of Competencies for the Prepaid Business Unit
The desired bundle of competencies is discussed below.
Customer Integratio
* Integration with customers' back
office.
*Web Portalfor B2B and B2C.
e Company web site allows the
customerto startthe support process
and follow it through its life cycle.
e Customer support 24x7.
*Agle developmentof customizations
and prototypesto attend customer
needs.
e Best Product
o Low cost: The Company must aim to achieve a superior level of operational
performance establishing goals and measures for the management of the
business. For example, the current financial and sales metrics must be
extended to measure other important dimensions of the business, such as:
operational processes, service level agreements, customer attraction,
satisfaction and retention, and, finally, organizational learning. The
continuous evaluation of customer and product profitability, as well as, the
increasing knowledge about the economics of the business are fundamental
to establish low cost strategies. Development of economies of scale and
scope through the reutilization of infrastructure and processes among
different prepaid businesses.
o Differentiation: The Company must continue pursuing a differentiated
position through the development of advanced and flexible technologies, and
increasing its ability to develop partnerships to provide unique solutions for
the customers. Moreover, over time, the company should develop a better
understanding of the main sources of product differentiation in the prepaid
business, and apply them over fast product cycles of incremental innovation.
We can divide these sources in six areas:
= Financial tools and services, as the ones discussed in the "Bank
Alternative Seeker" type of customer.
= Products based on micro-segmentation, for example teen,
immigrant and student cards.
" Distribution Channels, new ways to commercialize and reload
cards, for examples: retail chains and mobile.
" Vertical businesses, develop products targeting specific industries,
like insurance, religion, food, heath care and transportation.
" Exploring new technologies, such as: eCards, Virtual Cards, Mobile
Cards and contactless cards.
* Integration with social networks and online communities.
Finally, the Company must continuously analyze its innovation process to
check if it has been driven to the development of total customer solutions, in
order to add more value to the offerings and capture a larger share of the
customer's wallet. To increase the use of product, experimentation is
recommended as a way to implement fast incremental innovations in product
development and to reduce the transition time from innovative products to
commercial products.
e Total Customers Solution
o Horizontal Breadth: Currently, the company has a comprehensive set of
services to offer for its customers. However, these services are more focused
on the prepaid health insurance business. The Company should expand its
services to other segments of closed-loop cards and also open-loop cards.
This may include working with general purpose reloadable cards,
transportation cards, gift cards, payroll cards, government cards, etc.... This
will not only increase the offerings to the customers but, as well as, scaling
up its services.
It is also necessary to have products fully operational in other channels, and
mobile is an example. Adherence to industry standards, like PCI (Payment
Card Industry), it is mandatory for open-loop cards and a good practice for
closed-loop cards.
The company should also consider the expansion to other countries.
o Customer Integration: The Company must invest in sales representatives
with the goal of increasing its knowledge about specific markets and
establishing a closer relationship with its customers. It must also try to
capture opportunities that currently are on the hands of customers, for
instance, application maintenance, solution operation and help desk. During
the growing process, the enhancement of the communication channel with its
customers is a key element. For example, it can carry out periodic newsletter,
informing the latest company's news (products, services, offerings). To
analyze the customer support data is interesting to identify potential
problems in the customer service, unfold new business opportunities and
reinforce customer bonding.
o Redefining the Customer Experience: As stated before, the Prepaid
industry is highly competitive. To succeed, companies need to develop the
ability to systematically create differentiation. Reaching this goal requires a
deep understanding about what are the customer needs and how they evolve
over time. APPI should enhance its flexible information systems to
incorporate data analysis for decision making. IT must be used to increase
the company's ability to experiment new products and services and make use
of the results to take decisions about product future. Finally, the use of data
will allow the company to create more targeted products, adequate to
specific groups of customers, strategy known as "mass-customization".
e System Lock-in
o Proprietary Standards: The Company must continue patenting its
technologies, mainly to any development related to security and mobile.
APPI must think about how its current efforts on technology development
may enable the company's technology to be a "natural selection" for partners
and customers, and use the patents to obtain the full ownership of the
standard. This is a difficult task to be achieved.
o Restricted Access: The Company should develop ways to become difficult
for customers to switch. This is reached through a deep customer
understanding and, by consequence, the development of a strong customer
relationship through the offer of a variety of products and services that
address many of their needs.
The desired bundle of competencies is summarized in Figure 20:
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Figure 20*- Desired Bundle of Competencies for the Prepaid Business Unit
6.4 Mission of the Business
In accordance with Delta Model (Hax, 2010), the Mission of the Business is a
statement of the current and future expected product scope, market scope, and
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geographical scope, as well as the unique competencies that the business must develop
to achieve its desired competitive positioning. This comparison is done in eight
"scopes": Product Scope, Service Scope, Customer Scope, End User Scope, Channel
Scope, Complementors Scope, Geographic Scope and Unique Competencies.
Ratings will be provided for each scope and its components following the norm
presented in Table 24.
p PThe Product, Consumer, Channel or GeographicalScope Prionty Location...
-- ... is being divested or exited from
- ...will be assigned to a low level of importance
E ...will continue to receive the current level of resources.
Existing + ... is assigned a high level of importance and the
resources needed to achieve as outstanding
++ ...is assigned the highest level of importance and the
resources needed to achieve as outstanding a competitive
position as possible
-- ...is very tentatively considered for business activity
- ...is tentatively considered for business activity
E ...will receive the necessary level of resources
New + ...will be assigned a high level of importance and the
necessary resources to achieve a strong competitive
position
++ ... will be assigned the highest level of importance and
the resources needed to achieve as outstanding a
competitive position as possible
Table 24 - PriorityAssessment Scale for the Business Scopes
6.4.1 Product and Services Scope
Currently the Company is too focused on prepaid solutions for the health care
industry, in which it was pioneered and developed recognizable expertise. In moving
forward, it is recommendable that APPI increases efforts in the evolution of the product
to attend requirements of other vertical sectors, as well as, of the prepaid card industry
in general. Table 25 lists the existing product scope.
Existing Product Scope -- - E + ++
SEMPRE (transaction authorizer) X
GTSWeb (transactional switch) X
Customer Web Portal X
POS Application X
Table 25 - Priority of the Existing Product Scope
The increase of the scope of the business requires that the company makes
investments in the development, acquisition or hiring of additional modules to
complement its product portfolio for the prepaid card industry. These modules should
include tools for: Risk management and fraud protection, advanced billing, collections
and data analytics.
In terms of product channels, more and more payment solutions are migrating to
cell phones and the company should increase its efforts to have the solution ready and
running on cell phone devices. In the extended scope, the following products and
priorities should be assigned, as it is shown on Table 26.
The challenges associated with the development of a new product scope are
described as follows:
* Resources availability and prioritization: The development and improvement
of products will require substantial amount of resources. They should be
balanced against other company's priorities.
e Technical and market knowledge: The company should develop knowledge in
some new areas.
* Strategic partners: A cheaper way to acquire expertise is to work with strategic
partners that have already developed similar products in similar areas.
New Product Scope -- - E + ++
SEMPRE (transaction authorizer) X
GTSWeb (transactional switch) X
Customer Web Portal X
POS Application X
Risk management and fraud protection X
Advanced billing X
Collections X
Data Analytics (business intelligence) X
Mobile application X
Call center management X
Table 26 - Priority of the New Product Scope
6.4.2 Service Scope
Over the years the Company has developed a strong expertise in IT services,
dealing mostly with B2B customers. The company did a successful transition for the
prepaid industry through a vertical business, but still focused on B2B customers. This
work is proposing that the company thinks more broadly in terms of the prepaid
industry, not only in terms of new vertical business, but selectively tapping B2C
markets, what will require a set of new capabilities as a service provider. The existing
service scope involves the supply of prepaid complete solutions for the health care
industry, encompassing: card issue, IT systems (authorizer, transactional switch, Web
and POS applications, data network, call center, etc...), customer support, distribution
channels, reload and debit networks. Table 27 shows the existing service scope.
Existing Service Scope -- - E + ++
Prepaid program manager of closed loop X
projects for the health care industry.
Table 27 - Priority of the Existing Service Scope
In the extended service scope APPI should expand its field of operation to
incorporate other business segments and final customers, in both areas open-loop and
closed-loop cards. This strategy involves scaling up the current operation, acquiring
market knowledge and improving operation efficiency. Table 27 illustrates the
extended service scope.
New Service Scope -- - E + ++
Prepaid program manager of closed loop Xprojects for the health care industry.
Prepaid program manager of corporate closed X
and open loop cards.
Prepaid program manager of government Xprojects.
Acquiring and processing of prepaid X
transactions.
Prepaid projects for vertical businesses. X
Prepaid program manager for final customers. X
Consulting about how to implement a prepaid Xprogram.
Data analytics and risk/fraud management. X
Table 28 - Priority of the New Service Scope
The challenges associated with the development of a new service scope are
described as follows:
e Recruit and train personnel: To encompass the whole spectrum of new
services the company will need professionals for business development and
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sales with previous experience in prepaid solutions, project management, system
development and customer support.
* Customer relationship management: The Company has expertise in provide
support and help desk for other companies (B2B). The challenge is in
developing this expertise for the relationship management of final customers.
* Distribution channels: Prepaid cards for final customers are usually sold
through mass distribution channels, such as drugstores, supermarkets and large
retailers. The company needs to develop these partnerships to reach the final
customer.
* Define the appropriate organizational design: In order to support different
business initiatives, APPI should rethink how it will structure its operations
among vertical and horizontal services, corporations, governments and final
customers.
* Define the appropriate compensation and rewards system: To define a new
compensation system aligned with the strategic planning for the new business.
e Resources availability and prioritization: The development and improvement
of new services will require additional resources and capabilities.
6.4.3 Customer Scope
The Company currently has two types of companies. Health care organizations
that wish to implement a prepaid program on its business and transportation companies
that implement prepaid health care cards bundled with their transportation cards. These
two types of customers do not represent a formal segmentation, they came up from
market opportunities. They are listed on Table 29, along with suggested priorities that
APPI should dedicate for them.
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New Customer Scope -- - E + ++
Health care organizations X
Transportation companies X
Table 29 - Priority of the Existing Customer Scope
A new customer segmentation was proposed in the section 5.1, in order to
support the company's goals to increase its participation in the prepaid market. The
entrance in new markets may be risky, expensive and consume lots of resources.
Experimentation and an incremental approach may be a better way to tap new
customers. During the execution APPI should balance the risks associated with a fast
market penetration and investments associated, and the possibility of losing market
share and leave room for the competition. Table 30 suggests priorities for each
customer tier.
New Customer Scope -- - E + ++
Tier 1 - Partner Solution Seeker X
Tier 2 - Total Solution Seeker X
Tier 3 - Negotiated Solution Seeker X
Tier 4 - Bidding Solution Seeker X
Tier 5 - Bank Alternative Seeker X
Tier 6 - Account Seeker X
Table 30 - Priority of the New Customer Scope
The suggested priority order defined on Table 30 took in consideration the
previous experience of the company in B2B markets and the level of customer bonding
as factors to mitigate risks. The challenges associated with the changes in the customer
scope are described below:
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e Deep understating of customer economics: to develop a deeper understanding
of which economic factors are important for the customer decision making to
buy the product / service.
* Fast product development cycles: It will allow the company to go through fast
experimentation cycles to improve value proposition.
* Data analysis for decision making: Use of data to analyze customer behavior
and drive decisions about products characteristics.
e Regulatory issues: Prepaid cards are, in a certain extent, financial products and
receive attention from regulators in different countries.
* Channel development: Important to reach final customers on tiers 2, 5 and 6. It
may be a less riskier way to reach customer in new markets and countries.
6.4.4 End User Scope
Currently the company lacks of a deep understanding of the end user behavior.
Most of decisions are taken considering our customer as the source of information. In
penetrating in a new market, it is important that APPI reaches the end user to develop a
better "heart beat" of the market. In trying to do that, the Company may face obstacles
from its customers and, because of that, it is important that it has its own direct channels
with the final customer.
6.4.5 Channel Scope
Currently APPI makes most of its sales directly and reach final customers
through corporate customers (Table 31). However, the development of new distribution
channels is a key aspect to massively reach the final customer. Some of the well
succeeded prepaid cards rely on strong relationships with channel partners (Xie, 2009).
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Table 31 - Priority of the Existing Channel Scope
Due to the diversity of prepaid cards customers, distribution strategies should
consider a multi-channel approach. Retail channels are the most effective way to reach
large distribution. Increasingly, retail companies, including stores, malls and
supermarkets, are assuming the role of partners in the prepaid program, being
responsible for marketing, consumer education, demonstration and customer assistance
(Xie, 2009).
Other evidences demonstrate that customer preferences may vary in a subtle
way. For instance, Abal (2007) conducted a study about payment preferences and
concluded that there is no clear preferred channel to target the unbanked population.
Individuals that had a checking account in the past prefer to receive financial services
from nonfinancial institutions. By contrast, people that had not a previous banking
experience seems to have a slight preference for the convenience, options and service of
financial institutions. Postal services have been using in Europe as an important
distribution channel, thanks for their size, dispersion and reliability (Beresford and
Karp, 2007).
Sloane (2009) proposes six distribution channels for companies to achieve high
prepaid volume: Issuer Indirect via Prepaid Mall Distribution, Issuer Indirect through
Non-competitive Retail Partners, Issuer Direct via Web Site Distribution (to
consumers), Issuer Indirect via Direct Sales to Businesses (for incentives/rebates/gifts),
Issuer Indirect via Internet to Businesses (for incentives/rebates/gifts) and Issuers
Indirect via Prepaid Internet Aggregators.
103
For the prepaid business unit, APPI should establish a multi-channel strategy to
successfully reach different customers' profile, as well as, distribution volume. Table
32 describes a proposal for new channel scope.
New Channel Scope -- - E + ++
Direct sales to companies X
Retailers, drugstores, stores and malls X
Postal Offices X
Internet X
Govermnent (benefits, tax rebates, etc...) X
Financial services companies (money lenders, tax X
assistances, etc...)
Table 32 - Priority of the New Channel Scope
The challenges associated with the changes in the channel scope are described as
follows:
e Development of the channel culture and partnership, APPI should develop
the internal expertise to manage distribution channels and establish strong
partnerships with them.
" Development and reach of the distribution channel, in order to reach large
distribution volume it is necessary to develop partnerships with companies that
have strong and dispersed presence in the country.
* Negotiation of commission fees, the channel usually has negotiation power and
it is a challenge for the company to come up with a deal that allows the
establishment and sustainability of the business.
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6.4.6 Complementors Scope
Currently, the Company uses complementors to offer a complete solution for
prepaid health care. They include:
e Network of physicians and laboratories: APPI establishes partnerships with
health insurance plans, and independent physicians and laboratories to provide
full service for its customers.
e Transportation companies: Allow the Company to issue prepaid health
insurance cards embedded in transportation cards.
The existing scope of complementors is listed on Table 33.
Existing Complementors Scope - - E + ++
Network of physicians and laboratories X
Transportation companies X
Table 33 - Priority of the Existing Complementors Scope
In the new scope of the business and particularly to attend the requirements of
open-loop prepaid projects, APPI needs to bring together other products and services to
provide an appealing solution for the customers. They include bank issuers to provide
the BIN (bank identification number), payment networks (VISA, MasterCard, American
Express) and card reload networks.
The challenges associated with the changes in the complementors scope are
described as follows:
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* Timing, the establishment of a partnership with a bank issuer, as well as, with
the payment networks to achieve the position of a program manager may take
time and postpone the company entrance in the market.
e Costs and vertical integration, agreements with reload networks may take time
and the fees charged may impact the feasibility and profitability of the business.
In addition, there is usually some overlap of business areas among companies
that develop business in this area and complementors may integrate vertically
and turn out to be competitors.
New Complementors Scope -- - E + ++
Network of physicians and laboratories X
Transportation companies X
Bank issuers X
Payment Networks X
Card Reload Networks X
Affinity and co-branded partners X
Reward program partners X
Table 34 - Priority of New Complementors Scope
6.4.7 Geographical Scope
APPI headquarters is based in Rio de Janeiro, Brazil. There is an office in Sio
Paulo and the company develops projects in national scale (Table 35).
Existing Geographical Scope -- - E + ++
Brazil (Rio de Janeiro and Sio Paulo) X
Table 35 - Priority of Existing Geographical Scope
Outside the Country, APPI is opening an office in Mexico. In additional the
Company wishes to expand its international presence to USA and Europe, in order to
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capture the opportunities fostered by the recent changes in regulations (SEPA3 in
Europe and EMV migration in US).
Africa is also an opportunity for prepaid services, since the majority of the
population in African countries is unbanked and credit and debit cards are not suitable
for their needs and budgets. This way African financial institutions face the challenge to
adapt financial services to help the population better manage its money. Currently the
majority of payment cards in circulation in Africa are debit cards that are mostly used to
withdraw cash and at ATMs, and not for payments. Prepaid cards are an alternative tool
for the unbanked population and an opportunity for all parts involved in the value chain
(Groine, 2009):
e Population will be able to develop credit history and make payments through
POS systems.
* Companies will be allowed to pay wages and other compensations directly to the
card, avoiding the manipulation of large amounts of cash.
* Banks will make additional revenues from product fees.
South Africa was the first African country to implement prepaid cards back to
2005. Mastercard estimated that the prepaid market in the country reached USD 8
billion in 2010, representing around 8% of the total South Africa spend. Even though, in
2009, 25% of the South Africa population remained unbanked (Groine, 2009).
Table 36 illustrates the new geographical scope. Chapter six develops a more
detailed analysis about global strategy.
3 SEPA stands for Single Euro Payments Area
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New Geographical Scope -- - E + ++
Brazil X
Latin America X
U.S. and the Caribbean X
Europe X
Africa X
Table 36 - Priority of New Geographical Scope
The main challenges in the new geographical scope are:
e Definition of which geographical regions or countries to go and the steps to
be undertaken. This issue will be analyzed on chapter 6, Global Strategy.
* Development of the internationalization process, APPI should develop the
ability to tap new markets, defining the market entry strategy (international
office, multi-domestic or multinational approaches - by itself or through joint
ventures, acquisitions, alliances -, exports), resources that are transferable and
the ones that need to be developed abroad, and, finally product and service
strategies.
6.4.8 Unique Competencies
The company is one of the lead service providers in electronic transactions in
Brazil. The main competencies that help the company to reach such market position
were: Entrepreneurial spirit, innovation, technological knowledge, quality of services,
customer attention and flexibility. Moreover, APPI was able to develop a network of
complementors that allow the company to extend its differentiated offerings (Table 37).
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Existing Unique Competencies - - E + ++
Entrepreneurial spirit X
Innovation X
Technological knowledge X
Flexibility X
Quality of services X
Customer attention X
Network of complementors X
Table 37 - Priorities of Existing Unique Competencies
In implementing the new strategy, five competencies should be developed. First
of all, prepaid businesses are known by their low margins and high volume projects and
APPI should take this characteristic in consideration even if the company is targeting
niche or vertical markets.
The second important aspect is the development of networking in the new area.
APPI is already member of the Prepaid International Forum
(http://www.prepaidforum.org) and has established relationships in the credit card
industry. It is recommendable to intensify efforts on this direction, creating relationships
with payment networks, banks and government.
A third element is the development of competing through data analytics
(business intelligence). Currently the company is widely recognized by its technical
expertise. In moving to vertical markets, it is necessary not only to develop the basic
knowledge about industry dynamics, but also the expertise about how to test the market
and bring innovative solutions. Over the last five years, the company has been
developing a well succeeded vertical business unit in the health care area and should
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continue and evolve this strategy in moving forward. The truth competitive advantage
arises from the ability to move better and faster than the competitors.
The fourth ability is the continuous evaluation of business profitability. None
business can be effectively managed and competitive without almost real time
profitability measurements. They are examples of business metrics: companies,
customers, products, projects, customer segments and business unit profitability and
pipeline forecasting.
And finally, to develop the customer total solution mindset and make itself as
"one-stop shop" company for its customers. This requires the development of expertise
that goes beyond technology, encompassing product development and marketing. Table
38 shows the priorities for the new competencies scope.
New Unique Competencies -- - E + ++
Entrepreneurial spirit X
Innovation X
Technological knowledge X
Flexibility X
Quality of services X
Customer attention X
Network of complementors (reload network, Xdistribution channels, card issuers)
Cost-effective structure X
Industry and government networking X
Information based strategy X
Deep analysis of business profitability X
Customer total solution strategy X
Table 38 - Priorities of New Unique Competencies
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Besides some challenges that were mentioned in previous sections, the cultural
change is the most important challenge for APPI in the development of a new set of
competencies. The company has a strong historical expertise in technology but it does
not have the same level of knowledge in product development and marketing. In a
certain way, the fact that the company's product does not reach the final customer
directly, but through other companies, seems to limit the ability of the company to
grow.
I1
7. Global Strategy
This section will analyze and propose an internationalization strategy for the
Prepaid Business Unit. The work will be developed through the analysis of the
following items:
e Industry Outlook (Yip Framework): to evaluate the degree of globalization of
the prepaid industry.
* Home base characteristics (Porter's Diamond): to evaluate in which extent
the fact of being located in Brazil plays a crucial role in achieving and
maintaining competitive advantages.
e Country accessibility (Ghemawat's CAGE): to evaluate the accessibility
between the company's home base and a specific location. This analysis will be
instrumental in the definition of the company's expansion strategy.
e Capabilities evaluation (RATs/CATs): Lessard's RATs framework provides
the concepts for assessing whether the existing and desired competencies are
Relevant to the new markets, Appropriable by the company in these new
environments and Transferrable to the external locations.
* Firm Organization (Bartlett and Ghoshal / Ghemawat's AAA): Two
frameworks will be used to suggest the level of globalization / responsiveness
that the business unit may require in different countries.
7.1 Industry Outlook (Yip Framework)
The level of globalization of the prepaid card industry is reasonable, but it is
gradually increasing. The global presence of companies like VISA and MasterCard has
been fostering the industry to use and share some worldwide practices, such as the EMV
standard for chip cards. Another trend is the emergence of cross-countries payment
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networks, such as SEPA (Single Euro Payments Area) and some international
procedures for money transfer. Finally, the need to serve global clients has been pushing
banks and processors towards new markets, partnerships and the search for operational
standards (PIF, 2010).
Regulatory issues affects open loop prepaid cards since they are usually linked
with payments network and therefore subjected to rules that are similar to credit cards.
On the other hand, closed-loop prepaid cards may not find strong restrictions overseas.
However, this is a very tricky issue and that may vary from country to country and
should be object of further investigation. For instance, closed-loop prepaid programs
that are able to reach certain scale can move substantial amount of money and be
subjected to restrictions from government agencies in order to avoid money laundering.
The prepaid card industry still faces some challenges in meeting the
requirements for a global industry. Besides of the understanding of macroeconomic
factors that differentiate countries, the industry is strongly dependent on local laws and
regulations that vary from country to country, mainly with regard to industry fees that
are allowed to be charged, requirements for disclosure information and transparency,
and, finally, government rules to monitor money flow.
7.1.1 Market Similarity
Analyzing the market similarity, the prepaid card industry presents a moderate
potential for globalization. Although the prepaid card market has emerged since the
90's, only recently a set of factors come together to speed its development. This way,
the prepaid market as it is defined in this work is a relatively new market and, therefore,
there is no set of well defined rules that can be applied everywhere.
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The credit card industry is quite similar around the world. Final consumers
usually have quite standardized needs and companies usually struggles looking for ways
to create differentiation. There are few payment networks that define a set of
requirements to be applicable worldwide for card issuers. Technical requirements for
application development, interoperability and security are quite standardized. EMV
and PCI are examples of payment industry standards. Under the merchant point of view
there are some special requirements in certain countries, such as the need for vertical
services development and integration in Brazil.
Prepaid cards differ from credit cards by some reasons. First, there are two new
roles in the industry value chain: the program manager and the distributor. They have
important contributions in the way that the industry is structured. Usually program
managers have a deep knowledge of the local market needs and are responsible for
design a program that fits customers' needs. Large distributors have an important
function in reaching customers since they are the channels for massive markets.
Distributors are in the "last mile" of the value chain and they are usually located in a
certain market / country / region. It is expected that with the evolution and maturity of
the industry, worldwide distributors emerge. This may be the case of Wal-Mart.
In the financial industry, macro/social economic factors may help to explain
market differences among countries. Factors, such as GDP per capita, income
distribution and unbanked population, have an important role on the population needs.
For example, the market share for prepaid cards substantially varies in accordance with
different regions, particularly when developed payment markets are compared with
emerging markets. In accordance with a market survey undertaken by MasterCard
(2006), developed markets look for prepaid solutions related to incentives, loyalty and
rebates. On the other hand, emerging markets are targeting underserved consumers, with
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focus on unbanked population, corporate and government markets. Table 39, below,
illustrates the market share distribution for prepaid cards estimated for 2010.
USA Mexico Brazil UK Germany Poland Russia
Gifting 33% 41% 62%
Government 26% 30% 22% 26% 63% 56%
GPR 45% 50% 26% 23%
Corporate 15%
Table 39 - Prepaid Market Share Distribution across Countries
(adapted from MasterCard, 2006)
Finally, each prepaid program usually demands some custom requirements. This
means that projects are normally attending the needs of specific groups, in particular
markets and countries. This does not mean that projects and experiences are not
transferable at all, but that companies should pay attention to the differences and
consider those in their international effort.
7.1.2 Scale/Scope Advantage
Analyzing the prepaid industry value chain we concluded that prepaid programs
can be divided in three major pieces: the program design, the complementor's
agreements, and back office and production. The program design is developed one by
one, with each customer / market having specific requirements. However, the expertise
about how to develop the prepaid program can be reused across countries. In some
cases, as countries in Latin America, where cultural and macroeconomic conditions are
similar, entire projects may be easier transferable. However, some custom requirements
will be always expected.
Complementors occupy a strong strategic position in the prepaid industry. Some
agreements can be made regionally or, even, internationally. VISA and MasterCard are
examples of key complementors with global presence. Although contracts may be
defined locally, it is possible to leverage the experience in doing these agreements
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across countries or even to reach global levels. Distributors have a "more local face",
and agreements need to be established on a country basis. There will be a few cases
where distributors have presence in more than one country and wider agreements may
generate advantages for the company. When required, field services and data network
need to be hired locally. However, there is also the possibility of hiring such companies
with a broader presence, encompassing two or three countries.
Customer support usually requires local components that are designed project by
project, but, over time, it will be possible to group requirements of similar services or to
use international suppliers.
Finally, the company can use its flexible IT systems and over time to evolve its
level of configuration and customization. Theoretically, IT services can be provided
anywhere, and, putting aside specific situations, there are scale / scope economies
associated with any expansion process.
7.1.3 Regulatory Integration
As previously discussed, countries law and regulations represent the most
important barrier to global expansion. For open-loop programs, prepaid cards are
financial instruments, regulated to local National Banks. In the case of closed-loop
cards, regulations may apply to avoid money laundering and other outlaw financial
methods. The company needs to develop knowledge about local regulations in the
countries where it intends to operate and be prepared to adapt systems and operations to
attend those requirements.
Additionally, some countries have high tariffs for service import when the
exporter country is not engaged in a bilateral agreement: Mexico, Chile and Peru are
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examples. In those countries, the company should evaluate local presence or
partnerships to gain competitiveness. On the other hand, Brazil is part of Mercosur,
along with Argentina, Uruguay and Paraguay. The main purpose of the agreement is to
facilitate the transfer of produced goods and services among the members.
7.1.4 Home-Base Competitive Advantage
The company's location in Brazil brings some advantages. Brazil has been
having increasing growth rates and occupies a highly visible position in the world
scenario. The financial industry is highly sophisticated and companies that operate in
this market must be adherent with a myriad of requirements. Usually, customers are
represented by large and demanding companies, what drove APPI to develop strong
internal capabilities to attend them.
In addition, the macroeconomic outlook of the country is favorable to the
development of the prepaid industry: large unbanked population (57%); GDP growth
per capita and concentration of income distribution are metrics that favor prepaid
products. The country size requires innovative ways to deliver financial services, since
checking accounts are very expensive for the low income population living in distant
areas. This population needs to pay bills and receive remittances.
APPI has access to relatively cheap and qualified workforce, and large
experience in innovation in operations due to country size, diversified business
environment and regulations. These factors may turn out to be a strong competitive
advantage for the company to move to other developing economies.
On the other hand, the fact of the company being located in an emerging market
may also bring disadvantages, since financial markets are strongly sensitive in terms of
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privacy and security. Even though the company brings large experience in more
"adverse environments", prospective customers may have misgivings and the company
should plan how to overcome this credibility gap.
The potential for globalization of the industry is summarized in Figure 21,
which applies Yip's framework to the prepaid card industry.
Market Complex value chain
. Differences between developed and
Similarity developing markets
* Custom requirements
Scale/Scope Corpetitive
Advantage Advantage
s IT Systems
* Number of variations among markets * Brazil: sophisticated financial industry
and countries * Relatively cheap and qualified work
e Regional / global complementors /fre
suppliers Large unbanked population
Regulatory
Integrationt Law and regulations vary across
countries
increasing regulated industry
Figure 21 - Globalization level for the Prepaid Card Industry
The next section will expand the analysis of the "Competitive Advantage" of
having Brazil as a home-base.
7.2 The Home Base Advantage (Porter's Diamond)
Porter (1990) states that location plays a crucial role in achieving and
maintaining competitive advantages and presents four aspects explaining how the home
market shapes the company's ability to compete and succeed globally (the so called
"home base" advantage). These aspects are discussed below.
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*Factor Conditions: Brazil is categorized by strong contrasts. On one hand, the
country has strong industries, such as: financial services, agriculture, food,
mining and steel. On the other hand, despite of the efforts and evolution that
happened over the last years Brazil presents high levels of income inequality,
poverty and unbanked population. These factors associated with the challenges
related to the size of the territory turns out to be an opportunity for the growth of
alternative financial services as they are prepaid cards.
* Demand conditions: Besides its market size, Brazil has been growing
substantially in terms of country wealth over the last 15 years. With the
macroeconomic stability, more and more people are moving up in the income
layers and this population is willing to get engaged in the financial industry and
have access to purchase tools. Most of times, these people do not have a credit
history or even a formal job, and because of that, access to banks and credit /
debit cards are restricted. On the other hand, if in many areas of the country
consumers are moderate to quite sophisticated, in other areas they do not receive
basic education and most of the times do not know how to recognize differences
among products. Many of these customers are already making business with
local money lenders based on a trust relationship. Sometimes, money lenders
own the distribution channel (retailers) and a high percentage of their profits
come from the high interest fees charged of the local population. To achieve
these customers it may be necessary that APPI engages in an ecosystem
relationship, involving local population needs, education and custom products.
e Context for Strategy/Rivalry: Brazil has a quite sophisticated financial market.
There are many important banks and the market of credit cards is well
developed. Many institutions are launching (or planning) prepaid products as a
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way to achieve other segments of the populations and keep high growth rates.
The market is quite competitive and may become still more. The most recent
changes in regulations on July, 2010, opened the market to a new set of
companies interested in acquiring credit / debit electronic transactions. These
companies may bring partners with substantial financial power to develop
related business, such as prepaid cards products. As a result, the prepaid market
has the potential to become highly competitive in the next years.
e Related and Supporting Industry: The supporting industry for prepaid cards
in Brazil is quite developed. Currently, APPI relies on a myriad of world class
suppliers to provide its services, such as: POS terminal manufacturers, card
manufacturers, data network services providers, data centers and field services.
In moving abroad, some suppliers have the scale and capability to continue
serving the company if the business economics allows. Other suppliers, due to
business and economic factors need to be developed locally or regionally.
Figure 22 summarizes the main factors that the home base in Brazil affects the
company's ability to compete overseas.
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- Low quality of the overall infrastructure Lcustomer sophistication
- Size of the territory
e Low quality of the basic
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Figure 22 - Porter's Diamond for Brazil
7.3 The Target Locations
The definition of the target locations is a key piece in any internationalization
process. In this section, Ghemawat's CAGE framework will be applied to support the
identification of target countries that APPI should consider in its overseas strategy.
In accordance with Ghemawat's framework the "distance" between countries
matter. This concept goes beyond physical distances, considering that factors such as
country economic size, international policies, government stability and cultural ties
have a strong influence in the general ability of two countries to establish trade.
Looking at the size of markets, United States and European Union are far the
largest prepaid markets. Together they represent more than 70% of the global market for
open-loop prepaid card and therefore they might be considered the most attractive
markets for prepaid solutions. But, if we take the "distance" from Brazil as a reference
and consider the higher growth rates of developing countries, the scenario may turn out
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to be quite different. U.S. and Europe markets are in a more mature economic stage,
there are some relevant competitors already established, and the market players usually
are in a constant battle to increase a small percentage of market share or profits. In
additional, Brazil is not engaged in trade blocs with them. Aside from Portugal, there
are no colonial ties with other countries and the language is different. This way,
targeting these markets as a first approach require large amount of investments and is
riskier, still more when a company did not have a previous international experience.
Some companies have adopted "cascade strategies" for internationalization. This
means to start internationalization with one or more steps in neighbor countries /
regions, in order to experiment the process and gain expertise, and then, move to other
country. This strategy allows checking some assumptions, mainly regarding to: (1)
relevance, appropriability and transferability of APPI's internal capabilities, and, (2)
preparation of the company to incorporate new knowledge in its products and processes.
A "Cascade strategy" represents a logical and managed process of exploiting
(RATs) and enhancing capabilities (CATs), where a company has the opportunity to
learn different aspects of going abroad, including: product requirements and need for
adaptation/customization, sales and distribution, recruiting people and how to build
brand awareness and recognition. However, the clear flip side of this strategy is the time
component. Competitors may move more aggressively and customers will not wait for
you.
In the industry for financial products, companies have been using a combination
between macro/socio economic factors and industry factors metrics to assess the
potential of the market. The most relevant metrics are listed below (BCG, 2010; Xie,
2009):
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e Macrolsocio economic factors:
o Unbanked population: a large part of the population with no formal access
to banking accounts represent an opportunity for prepaid cards.
o Income distribution: Low income population may find troubles in opening
a banking account. Prepaid products represent an opportunity for this
segment of the population to have access to a common payment means.
o GDP Growth / GDP Growth per capita: it may represent an opportunity
since more people start to be engaged in the regular economy.
o Average real income growth: In the same way, countries in growing
process represent opportunities since the average payment values are higher
and companies also have higher returns.
o Regulatory outlook: Governments can completely change the landscape
scenario of the economics of the payments, generating opportunities for
innovation in products and services.
* Industry Factors:
o Mix of payment instruments: Markets with a high utilization of cash and
check may represent an opportunity for increasing the cards use.
o Card acceptance infrastructure: Degree in which the market has set up the
infrastructure needed to accept, for example, prepaid cards.
The application of these metrics in some countries in Latin America and the
Caribbean reveals some important information. Brazil is the lead country in population
and GDP in the region (Figures 23 and 24). Mexico, Colombia, Argentina, Chile, Peru
and Venezuela are the followers, although there is a large step between Brazil and
Mexico, and between the latter and the other countries. Due to the relevance of the
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market size for the prepaid industry, our analysis had focus on the largest countries in
Latin America and the Caribbean in terms of population and GDP.
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Figure 24 - GDP (World Bank, 2011)
A deeper analysis requires data from GDP per capita, income distribution and
degree of access of the population to financial services. These numbers are represented
in Figure 25 and Table 40. Although Trinidad and Tobago and other countries have a
higher GDP per capita, they are very small in terms of gross GDP. Crossing the
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information between highest GDPs and GDPs per capita, we reached a list of 12
countries to focus our analysis. They are: Argentina, Chile, Colombia, Costa Rica,
Dominican Republic, Ecuador, Mexico, Venezuela, Panama, Puerto Rico, Peru and
Uruguay.
GDP per capita (current US$)
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Figure 25 - GDP per capita (World Bank, 2011)
There is no income distribution data for all countries; however, it is clear that
Latin America and Caribbean countries present challenges to overcome inequality, with
countries tending to have more negative highlights (table 40). The unbanked population
also represents in large percentage in most of the countries under analysis and Chile has
the higher proportion of the population with formal access to Banks (60%). After Chile,
Brazil is the country with the lowest percentage of unbanked population (57%),
followed closely by Uruguay (58%). Even Uruguay, Argentina and Mexico that have
the lowest percentage of the population living with less than $ 2 per day, also have an
important concentration of income.
125
Income Income Income Income Income Income Income Poverty Unbked
Country GINI Index share held by share held by share held by share held by share held by share held by share held by at S2 a day (PPP) PopulationYear
highest 10% highest 20% second 20% third 20% fourth 20% lowest 20% lowest 10% (% of population)
Argentina 48.8 36.1 53.0 8.2 13.4 21.7 3.6 1.2 7.3 72% 2006
Brazil 55.0 43.0 58.7 6.9 11.8 19.6 3.0 1.1 12.7 57% 2007
Chile 52.0 41.7 56.8 7.7 12.2 19.3 4.1 1.6 2.4 40% 2006
Colombia 58.5 45.9 61.6 6.0 11.0 19.1 2.3 0.8 27.9 590/ 2006
Costa Rica 48.9 38.6 54.6 8.5 12.7 19.7 4.4 1.6 4.3 71% 2007
Dominican Republic 48.4 37.7 53.8 8.5 13.1 20.2 4.4 1.6 12.3 71% 2007
Ecuador 54.4 43.3 58.5 7.2 11.8 19.2 3.4 1.2 12.8 65% 2007
Mexico 48.1 37.9 53.3 8.6 13.2 20.3 4.6 1.8 4.8 75% 2006
Panama 54.9 41.4 58.0 6.6 12.1 20.8 2.5 0.8 17.9 54% 2006
Peru 50.5 38.4 54.8 7.8 13.0 20.8 3.6 1.3 17.8 74% 2007
Uruguay 47.1 35.5 52.1 8.6 13.6 21.4 4.3 1.6 4.3 58% 2007
Venezuela, RB 43.4 32.7 48.6 9.6 14.8 22.1 4.9 1.7 10.2 78% 2006
Table 40 - Income Distribution (2006, 2007) and Unbanked Population (2007)
(World Bank, 2011; Data from Unbanked Population that was obtained from Honohan, 2007)
1) GINI Index is used a measure of inequality of income. Gini coefficients for income range from 0.23 for Sweden to 0.70 to Namibia
(Wikipedia, 2011).
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Between 2000 and 20084, the countries of Latin America and the Caribbean had
on average GDP growth of 4.1%. In per capita terms, in the same period, Latin America
grew up 2.6% and Caribbean 3.4% (ECLAC, 2010; and information calculated by the
author). Table 41 lists the GDP and GDP per capita growth rates by country.
CAGR GDP
Con=try Name CAGR GDP Contry Name Percapita
(2000-2008) (2000-2008)
Trinidad and Tobago 8.3% Trinidad and Tobago 7.8%
Panama 6.9% Cuba 6.7%
Cuba 6.8% Panama 4.8%
Peru 6.3% Peru 4.7%
Belize 6.2% St. Vincent and the Grenadines 4.7%
Dominican Republic 5.9% Ecuador 4.3%
Honduras 5.7% Dominican Republic 4.2%
Ecuador 5.6% Suriname 3.9%
Antigua and Barbuda 5.6% Antigua and Barbuda 3.8%
Suriname 5.3% Chile 3.5%
Costa Rica 5.2% Honduras 3.4%
Venezuela. RB 4.9% Costa Rica 3.1%
Colombia 4.9% Grenada 3.0%
Chile 4.8% Colombia 3.0%
St. Vincent and the Grenadines 4.8% Argentina 2.9%
Nicaragua 4-3% Venezuela, RB 2.8%
Guatemala 4.2% Nicaragua 2.8%
Bolivia 4.2% Uruguay 2.7%
Brazil 4.2% Brazil 2.7%
Argentina 4.1% El Salvador 2.6%
LAC and the Caribbean 4.1% LAC and the Canbbean 2.6%
St. Kitts and Nevis 3.9% Belize 2.5%
Grenada 3.3% Dominica 2.1%
Paraguay 3.3% St. Kitts and Nevis 2.0%
Mexico 3.2% Mexico 2.0%
El Salvador 3.1% Bolivia 1.9%
Uruguay 2.9% Guyana 1.8%
Dominica 2.4% Guatemala 1.4%
St. Lucia 2.3% Jamaica 1.2%
Guyana 1.9% Paraguay 1.0%
Jamaica 1.8% St- Lucia 1.0%
Haiti 0.6% Haiti -1.3%
Table 41 - CAGR for GDP and GDP per Capita
(ECLAC, 2010; and information calculated by the author)
In order to evaluate the potential of the prepaid market for the country, four
metrics were selected: Country GDP, GDP per capita growth rate, unbanked population
and income distribution. Each criterion was grouped in clusters in accordance with
range of values, and grades ranging from 1, for the better scenario, to 4, for the worse
scenario, were attributed. The results are showed in the table 42.
4 2009 was not considered to isolate the influence of the financial crisis.
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GDP Growth Unbanked IncomeGDP Population Distribution
Argentina 3 2 4 2 11
Chile 2 3 1 3 9
Colombia 3 3 2 4 12
Costa Rica 1 3 4 2 10
Dominican Republic 1 4 4 2 11
Ecuador 1 4 3 3 11
Mexico 4 1 4 2 11
Panama 1 4 2 3 10
Peru 2 4 4 2 12
Uruguay 1 1 2 2 6
Venezuela, RB 3 3 4 1 11
Table 42 - Market Potential for Prepaid Solutions
From the table 42, we can conclude that there is a homogenous large potential
for prepaid solutions in Latin America, with highlights for some countries, specially:
Colombia, Peru, Mexico, Argentina, Venezuela, Dominican Republic and Ecuador.
Uruguay, and perhaps Chile, seem to have a lower potential when the analysis is taken
with focus on low income and unbanked population. However, the market in these
countries should be analyzed with focus on more upscale solutions, gift cards for
example.
Given this market information, it is time to go through the CAGE analysis.
Brazil is the only country in South America and Caribbean that speaks Portuguese; the
others have Spanish as a common language. In additional, there is lack of colonial ties,
since the other countries were colonized by Spain, France and Britain, instead of
Portugal. However, over the years some countries established more closed cultural ties
with Brazil, due to business practices, mutual respect, sport affinities and tourism.
Argentina, Chile and Uruguay are examples. In terms of administrative factors, Latin
America and Caribbean countries have much to evolve. Although, the Mercosur have
put some standards procedure in place, there are some important challenges to
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overcome. Chile is the country that possesses the highest market openness, with good
macroeconomic policies and more transparent institutions. Panama has been improving
infrastructure and macroeconomic environment but still needs to improve educational
system and the labor market flexibility. Uruguay possesses highlights on its strong
institutions and governance standards, strong educational system and good
infrastructure. Mexico represents a large market with a certain sophistication of the
private sector. Over the last twenty years, Mexico has been showing improvements in
its fiscal policy and trade openness. However, Mexico labor regulations still shrink the
country's competitiveness (Schwab, 2010).
Colombia also possesses a large market size and a fairly stable macroeconomic
environment. However, the country still needs to improve the institutional environment
and social pacification. Peru has been demonstrating continuous improvements in labor
market regulations and infrastructure over the years, along with a solid GDP growth
rate. The country has made efforts encouraging trade and FDI (foreign direct
investment). On the other hand, Peru has challenges to improve the quality of
educational system and the reliability of the institutional environment. Finally,
Venezuela faces problems with the maintenance of its institutional environment, and the
need of improvements in infrastructure, financial market and macroeconomic
environment (Schwab, 2010).
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Cultural Factors Administrative Factors Geographical Factors Economic Factors
Argentina * Countries possess moderate to - Full member of the Mercosur * Common border - Fourth highest GDP in the region;
high ties - Improving institutional environment similar GDP per capita
(public trust of politicians, concerns - Market size
about the rule of law) - Strong educational system
- Improving the efficient of functioning
(market, labor and financial)
Chile - Countries possess moderate to * Associate member of the Mercosur - Short distance - Higher GDP per capita
high ties - Open commercial practices - Smaller size of the population
- Sophisticated financial market
Colombia - Countries possess moderate ties - Associate member of the Mercosur - Common border - Large market size
- Improving institutional environment * Improving macroeconomic
stability
- Increasing technology and
innovation adoption rates
- Investment is required to upgrade
infrastructure networks
Costa Rica e Countries possess moderate ties e Improving institutional environment - Relative long distance * High quality education for primary
education and higher education.
- Sophisticated and innovative
business sector.
- Strong focus on new technologies
development
- Improving macroeconomic
stability
- Investment required to improve
infrastructure.
Ecuador e Countries possess moderate ties - Associate member of the Mercosur - Short distance - Similar income inequality
Dominican e Countries possess moderate ties e No formal group economic association Relative long distance - Smaller market
Republic with Mercosur - Increasing macroeconomic
- Improving institutional environment stability
- Reducing bureaucracy of the system - Restrictive labor regulations
* Investment required to improve
infrastructure.
Table 43 - CAGE Analysis (Adapted from Schwab, 2010, World Economic Forum)
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Mexico Countries possess moderate ties - No formal group economic * Relative long distance - Second largest population and
association with Mercosur GDP
- Closeness with US - Similar GDP per capita
- Large market
- Sophisticated and innovative
private sector
- Labor laws need more flexibility
- Improving higher education
system
Panama * Countries possess moderate ties - Need to improve the flexibility of the - Relative long distance - Good infrastructure and
labor market macroeconomic stability
- Improving institutional environment - Well developed financial market
Peru Countries possess moderate ties - Associate member of the Mercosur - Common border - Investments are required to
reduce income inequality;
Improving macroeconomic
environment;
- Well developed financial market
- Improving labor market
efficiency
* Investments are required in the
educational system
Uruguay Countries possess moderate to - Full member of the Mercosur e Common border Higher GDP per capita; Lower
high ties - Strong institutions and governance income inequality; Need to
standards improve the macroeconomic
environment
- Strong educational system
Venezuela - Countries possess moderate ties - Membership agreement with e Common border - Higher GDP per capita;
Mercosur was not yet ratified Improving macroeconomic
- Improving institutional environment environment
Table 43 - CAGE Analysis (Adapted from Schwab, 2010, World Economic Forum)
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Table 29 presents a scaled summary of the CAGE Analysis.
Cultural Administrative Geographical Economic
Factors Factors Factors Factors
Argentina 12
Chile 13
Colombia 9
Costa Rica 10
Ecuador 6
Dominican Republic 7
Mexico 10
Panama 8
Peru 9
Uruguay }_12
Venezuela 8
Table 44 - CAGE's Analysis Summary
Based on the CAGE analysis is possible to create a segmentation of candidate
countries for the company internationalization strategy. The proposed segmentation is
shown on Table 45.
"Lower Distance" "Moderate Distance" "Higher Distance"
(12-16 pts) (9-11 pts) (below 9 pts)
- Chile - Mexico - Venezuela
- Argentina - Colombia - Dominican Republic
Uruguay - Peru - Ecuador
- Costa Rica - Panama
Table 45 - Countries
7.4 Market Infrastructure
Segmentation by CAGE "Distance" related to Brazil
Card acceptance infrastructure may become a barrier to prepaid cards penetration in
some developing countries. As Xie (2009) states, prepaid cards are usually targeting
consumers with income level different from credit card markets and the infrastructure may
become an even worse problem, since credit card penetration in low income areas is scarce.
Xie (2009) also emphasizes that non-POS-dependent prepaid cards acceptance can be a
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solution to lower this market barrier. In this case, mobile phone payment solutions based on
SMS technology would be largely applicable.
To evaluate the access to financial infrastructure in Latin America and Caribbean,
we will analyze some indicators (Table 46), comparing them with regional statistics (Table
47).
Bank Branches 1 ATMs
(Median per 100,000 adults)
High-income countries 32 94
Latin America & Caribbean 14 31
Developing Countries 10 29
Table 46 -ATMs and POS Devices (CGAP, 2010)
Two indicators will be used to figure out which countries in Latin America and the
Caribbean have the better financial infrastructure. They are: number of automated teller
machines and number of Point-of-sale devices. Table 47 shows the statistics of Point-of-
Sales and ATMs in some countries.
Automated teller machines Point-of-sale terminals
(Per 100,000 adults) (Per 1,000 sq. Km.) (Per 100,000 adults) (Per 1000 sq. Km.)
Costa Rica 181.5 118.4 Brazil 2,247.4 375.6
Brazil 112.1 18.7 Costa Rica 1,695.3 1,105.7
Chile 58.7 10.1 Mexico 592.1 229.8
Mexico 44.8 17.4 Chile 486.1 83.6
Panama 40.6 13.0 Colombia 441.1 124.7
Argentina 36.9 4.0 Panama 426.5
Uruguay 30.6_4.5_Uruguay 272.8 40.0
Colombia 29.6 8.4 Perm 54.0 8.4
Venezuela 28.2 6.2 ArgentIna
Dominican Republic 27.1 37.6 Venezuela
Peru 22.3 3.5 Dominican Republic ----
Ecuador 12.8 4.3 _Ecuador _-
Table 47 - Statistics about Point-of-Sales and ATMs (CGAP, 2010)
Brazil and Costa Rica have the best established infrastructure for electronic
transactions in Latin America, followed by Chile, Mexico, Argentina, Uruguay, Panama
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and Colombia. Peru and Ecuador are far below of the average number of ATMs machines
in developing countries.
There is no complete data available for Venezuela and Dominican Republic. As
some of the ATM functionalities can be executed by POS devices in "Correspondent
Banks", we cannot infer only from the ATM statistics that Venezuela and Dominican
Republic are in a level lower than other countries.
Country CAGE Analysis Payment
Infrastructure
Argentina n/a ---
Mexico ** ** 4
Colombia ** ** 4
Chile ** 5
Uruguay ** 5
Peru ** * 3
Costa Rica ** 5
Venezuela * n/a ---
Dominican * n/a ---
Republic
Ecuador * n/a
Panama * ** 3
Table 48 - Country Final Attractiveness
Although we do not have all the information required to conclude the analysis, from
table 45 and table 48, we can reach some conclusions:
Chile, Uruguay and Argentina are the closest countries under the CAGE
analysis. Crossing the CAGE analysis with the level of payment infrastructure
established in the countries, Chile and Uruguay remain their attractiveness and
Costa Rica climbed up one level. Argentina seems to continue in the same level
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of attractiveness, but the lack of information with regards to point-of-sale
statistics prevent us to confirm this information.
e Mexico and Colombia confirmed their attractiveness in a second level. The
challenges that come up with the implementation of infra-structure in large
countries may have damaged their statistics in terms of payment infra-structure.
These countries continue to be very attractive markets for the prepaid card
industry. Moreover, Peru still seems to have some important challenges to be
addressed in payment infrastructure.
* Despite of its good payment infrastructure, Panama is damaged by the CAGE
analysis. Even though Venezuela, Dominican Republic and Ecuador lack data to
conclude the analysis, thanks to the CAGE analysis and partial data availability,
it seems that the availability of this information would not modify the
conclusions.
7.5 Exploiting / Enhancing Capabilities (RATs/CATs)
Lessard's RATs framework provides the concepts for assessing whether the existing
and desired competencies are Relevant to the new markets, Appropriable by the company
in these new environments and Transferrable to the external locations. APPI's main
resources and capabilities were discussed on the section 6.3. Some of them, the company
already possesses, such as: entrepreneurial spirit, innovation, high skilled technical and
management team, flexibility, quality of services, customer attention and network of
complementors. Others the company needs to develop in other to succeed in the new
proposed scope. They are: Cost-effective structure, industry and government networking,
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information based strategy, deep analysis of business profitability and customer total
solution strategy. Finally, APPI's capabilities can be grouped in four categories:
e Entrepreneurship: They are related to the company's spirit to search for new
challenges, what can be represented by new products / services or markets.
Innovation is also part of this category and has an important role in the company's
differentiation strategy.
* Process centric: These include all capabilities that allow the company to compete
in an efficient way. For instance, it can be expressed through a cost-effective
structure, operational flexibility, an outstanding customer service and quality of
service.
e Technology: They are related to a comprehensive and flexible portfolio of
technology, product and services that the company developed over the years.
* Information based: They are related to all competencies that the company
developed to compete based on information and data driven analysis. They also
include the processes that allow the company to perform the continuous analysis of
the business profitability.
* Networking: They are related to all relationships that the company developed in its
home base, including complementors, suppliers, customers and the Government.
The application of Lessard's RATs framework to these set of capabilities is
developed as follow:
e Relevant: Most of the company's capabilities are relevant in moving abroad.
However, the networking of suppliers, complementors and the relationship with the
government should be observed more carefully. Some complementors have global
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reach, as it is the case of payment networks (Visa and MasterCard). Some banks and
data network companies have also operations in other countries (mainly in Latin
America) and can work as partners overseas. In other cases, the complementors are
local companies, as it is the case of transportation companies and medical
laboratories, and they are not relevant outside the country boundaries. So, the
company should develop these capabilities locally. Suppliers follow the same
reasoning of complementors. The important issue about complementors and
suppliers in Brazil is if they have scale and are competitive in moving abroad.
Given that many of these services are commodities, APPI should be prepared to
develop suppliers and complementors in new countries and regions.
* Appropriable: Again with exception of the capabilities related to Networking, all
other capabilities are appropriable overseas and will contribute for the company's
competitiveness. Like the "Relevant" analysis, some relationships with
complementors and suppliers will enable the company to capture some value
abroad. Besides that, over the years, the company has been developing relationships
with other companies overseas, to develop partnerships and increase market
knowledge. This movement has been done for some countries in South America,
Mexico, U.S. and Western Europe. The contacts demonstrated that companies have
interest to work with the company's products and believe that they are relevant for
their operation.
e Transferable: APPI developed an extensive experience in payment means in
Brazil, with a myriad of clients, ranging from small firms to large acquirers. A vast
number of developing/developed countries share Brazil's needs and the challenges
are how to overcome cultural differences and scale operations, considering the
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company size and resources available. Although the company does not have an
extensive experience with large clients overseas, some company's executives have
and others are in training. APPI's capabilities seem to be largely transferable, what
by no means that it will be easy.
Table 49 summarizes the findings:
Capabilities at New Relevant? Appropriable? Transferable?
Geographic Scope
Entrepreneurship Yes Yes
Yes, but the companyProcess Centric Yes Yes es ot h adoes not have
Technology Yes Yes relevant experience in
Information based Yes Yes applying these
Networking Partially Partially competences abroad.
Table 49 - Lessard's Rat Analysis
On the other hand, in moving abroad, APPI will have access to resources and
capabilities that it does not possess at home. The important issue is to evaluate in which
extension these resources are Complementary, Appropriable and Transferable.
While the prepaid market is heterogeneous globally, requirements within regions are
quite similar. For example, in Latin America there is a predominance of government
benefits (food vouchers), remittance cards and transit Cards. In Brazil, meal cards. In
Europe, store gift cards and social benefit cards. So, considering that there are similarities
of requirements among countries that are located closer, an international movement towards
a specific country can work as a "bridge" to understand and access the whole market in that
specific region.
This way, in moving abroad APPI will be acquiring the following capabilities: (1)
Experience in operations abroad, including development of suppliers and complementors,
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(2) Access to regional economic groups, and (3) Experience with prepaid vertical
industries. They can be visualized in the Figure 26, while Figure 27 illustrates Porter's
Virtual Diamond that evolves with the internationalization process.
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Figure 26 - Exploiting / Enhancing Internationalization
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Figure 27 - Virtual Diamond for Internationalization
7.6 International Configuration and Coordination
Companies going global need to define how they will play the global strategy. The
main tension occurs between the economies of scale of a centralized operation and the
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responsiveness to local conditions. The prepaid market requires that companies implement
moderate to high levels of local customization in order to attend specific country
requirements, fast responsiveness to market needs and local support. The balance between
Globalization / Responsiveness may vary from country to country in accordance with the
market size and customers' needs. However, strategies with much focus on Aggregation,
with most of core operations being done from the home base, do not have potential to
succeed. While Aggregation limits the need for investments and aim to use the expertise of
the company workers in its home base, on the other hand, it brings problems such as the
ones exemplified below:
e Large customers usually require local people specialized in the solution that is being
provided.
e "Partial" presence usually leaves room and stimulates competitors to battle to
increase market share.
e The company does not enjoy the opportunity to learn market requirements deeply,
neither to fully develop an international experience.
Although it is difficult to implement, the best approach to operate an international
prepaid card business unit seems to be a combination among Aggregation, Adaptation and
Arbitrage. Aggregation will allow the company to enjoy economies of scale and expertise
from its home base. Adaptation will allow the company to better response to specific
market needs. And, finally, Arbitrage will help the company to increase its operational
effectiveness and cost-structure, performing activities in countries with recognized cost
advantages. Figure 28 suggests a possible balance between activities in the value-chain:
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Aggregation
Operation support
Application customization.
Marketing and sales
Card design and customization
Network data
Transactional Switch
V Clearing
Field service and hardware
maintenance.
Management of distribution
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V Technology development.
Authorization processing
Web portal access and mobile
interface.
Arbitrage
V Help desk
V Card manufacturing
V Application development and
maintenance
Figure 28 - Ghemawat's Competitive Map
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Adaptation
8. APPI's Mission Statement and the Strategic Agenda
In the previous sections, we discussed some important aspects that APPI must
address in order to achieve excellence in offering total customer solutions, high quality of
service and global expansion. The company's goals are to reach a sustainable growth in the
new business unit, in Brazil and abroad, and achieve substantial profits. So, this work had
the following objectives:
e To present an overview of the market for prepaid card solutions, including market
size, industry structure, business models and technologies.
" To present an overview of the business strategies for reaching the base of the
pyramid population, which represents an important market for prepaid solutions.
e To redefine APPI's strategy for the prepaid card industry, including customer
segmentation and their value proposition, and the required competencies that the
company needs to develop in order to deliver the expected results.
e To evaluate the attractiveness of the prepaid card industry in countries in Latin
America and the Caribbean, indentifying potential new markets for the company.
e To identify which company's competencies are relevant, appropriable and
transferable to the internationalization process.
e And to define how the company should operate in terms of global coordination and
responsiveness in order to profit economies of scale and scope, but keeping its
ability to reach the market fast and with custom solutions.
So, concluding the Delta Model analysis, this chapter will present the new mission
statement for APPI Tecnologia and the actions that the company should undertake to reach
the goals of its new mission.
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8.1 The Mission Statement
APPI Tecnologia will become a recognized leading service supplier in the prepaid
card industry. It will accomplish this goal through the development of a strategy that will
make it the preferred solution provider for companies and customers that need to enjoy
complete prepaid cards solutions.
APPI will seek alignment with customer needs, understanding carefully its value
chain and the important elements that drive efficiency in the business.
The company will have a coherent global strategy, based on the attractiveness of the
market and lower CAGE distances, aiming initially to target countries in South America,
but also looking for opportunities in Mexico and United States.
a) Statement of Products Scope and Service Scope
From:
Prepaid solutions for the health care market.
To:
Our product and service portfolio will consist of a properly set of integrated and
customizable solutions to implement prepaid card programs, designed to optimize our
customer's value chain.
b) Statement of Customer Scope
From:
Two types of customers: Health care organizations, that wish to implement a
prepaid program on its business, and transportation companies, which wish to implement
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prepaid health care cards bundled with their transportation cards. These two types of
customers do not represent a formal segmentation, they came up from market opportunities.
To:
A focused customer segmentation with differentiated strategies to satisfy, in the
most effective way, the different demands of companies and final customers that need to
implement and use prepaid cards. The six types of customers were identified and described
over the section 6.4.3.
c) Statement of Distributor Scope
From:
Exclusive use of direct sales force.
To:
The implementation of a multi-channel approach to massively reach the final
customers, encompassing retailers, drugstores, stores, malls, postal offices, Internet,
government (benefits, tax rebates, etc) and financial services companies (money lenders,
tax assistances, etc).
d) Statement of Complementors Scope
From:
Network of physicians and laboratories, and transportation companies.
To:
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APPI will bring together other products and services provided by partners to deliver
an appealing solution for the customers. They include bank issuers to provide the BIN
(bank identification number), payment networks (VISA, Mastercard, American Express),
card reload networks, affinity and co-branded partners and reward program partners.
e) Statement of Geographical Scope
From:
A company doing business mainly in Brazil.
To:
A global company with possibility to expand the prepaid business for other
countries in South America and the Caribbean, including but not limited to: Chile,
Uruguay, Argentina, Costa Rica, Colombia and Mexico.
f) Statement of Unique Competencies
From:
Entrepreneurial spirit, innovation, technological knowledge, flexibility, quality of
services, customer attention and network of complementors.
To:
In order to achieve the desired customer solutions strategic position, APPI needs to
incorporate a set of new critical competencies, such as: cost-effective structure, increase
industry and government networking, implement information based strategy (data driven
analysis), deep analysis of business profitability and customer total solution strategy.
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8.2 The Strategic Agenda
The strategic agenda defines the actions that the company needs to undertake to
implement and achieve the new mission of the business. The strategic tasks are described
below and summarized on table 50, along with the assignment of responsibilities by their
execution:
e The Company has to evolve its inherent ability to be an entrepreneur and innovate
in order to develop total customer solutions. This may require changes in the
company's culture. Innovations in complete solutions aim to embrace the customer
and increase the bond. Looking at the prepaid business, it is necessary that the
company improves some of its offers, as well as develop (or acquire)
complementary products and services that will help it to deliver the value
proposition. In parallel, the company needs to enhance the functionalities of current
products in order to make them more generic to address the requirements of
different segments of customers.
* It is extremely important that the Company makes decision based on data. The first
step is to have financial measures addressing the prepaid business. They are
examples: number of active cards, number of cards issued - total and per type of
cards, cost of acquiring customers, customer lifetime value, overall profitability and
per customer, product / service, profitability per employee, number of loaded cards,
average amount of money loaded, floated money, number of redeemed / purchase
transactions, total amount transacted, among others. A desired and valuable goal is
to improve its capability to understand in depth the customer economics (value
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chain) and to be able to demonstrate how its product and services improve their
productivity and achievements.
e The Company must also measure other important dimensions of its operation,
including: internal processes, service level agreements, customer attraction,
satisfaction and retention, and organizational learning.
" APPI should enhance its network of complementors and suppliers to deal with other
components of the value chain, such as: Affinity and co-branded partners, reward
program partners, card issuers, reload networks and sales and distribution channels.
e It is also important to increase the breadth of its solutions to incorporate the mobile
channel, with the goal of reaching customers that are living in places with poor or
no card infrastructure.
e To enhance its ability to participate of government bids is determinant to target the
market of social benefits though prepaid cards.
e The Company should engage with non-profit organizations and other groups that
are linked with low-income population. The main goal is to co-create solutions,
understanding the customer needs and how the company can design a better service.
As an example, we can mention the management of the churn rate in the prepaid
business as an important challenge, mainly with the low income population.
Engagement strategies may have the potential to reduce the churn rate
" APPI should define a compensation and rewards system aligned with the Company
strategy. The compensation system should also take in consideration the goals for
the internationalization. The aim is to improve the Company's capability to execute
the strategy.
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e To operate and process in the open-loop card business, APPI should obtain card
network certifications.
* It is recommendable that the company starts the internationalization of the prepaid
business unit aiming countries with lower CAGE distance and better payment infra-
structure, as illustrated on table 48. Following this reasoning, Chile, Uruguay,
Argentina, Costa Rica, Colombia and Mexico are potential candidates. A final
decision should consider factors like business opportunities, market and regulatory
issues, market size and network of complementors and suppliers. It is relevant to
mention that Colombia and Mexico, despite of being more attractive in terms of
market size, seem to be more difficult to penetrate from a "home base" in Brazil. A
cascade strategy considering Chile, Uruguay or Argentina first, and, then Colombia
and Mexico tends to be less risky.
* In preparation to move abroad, APPI should learn the regulatory and industry
aspects that govern prepaid business in other countries and figure out how to
incorporate them into the solution. Issues such as: need of bin sponsor, money
laundering laws and requirements for keeping obligatory deposits on central banks,
must be understood. In additional, the company should learn which business
opportunities are more compelling in the target country, including vertical
businesses, and develops strategies to address them.
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Organizational Units
C0 0
Strategic Thrusts 0 2 
Develop innovations aiming total customer solutions. 1 1 1 1 1 I New solutions
Develop understanding about customer business and Progress Report
economics (domain knowledge), and business models 1 1 1 1 CT New Business
aligned with customer value chain. Models
New suppliers and
Enhance network of suppliers and complementors 1 1 1 1 CT complementors
Develop international partners and offices. 1 1 1 2 2 CT Opened offices andchosen partners
Develop knowledge about regulatory and industry related 1 2 1 1 CT Knowledge mapped
aspects in other countries
Develop financial measures based on project, product, client 1 1 1 1 2 OE Presentation of
and service. proposal
Define compensation and rewards aligned with company Presentation of
strategy. Alignment of organizational structure and 1 2 2 2 2 2 1 B proposal
processes.
Develop dynamic ways to introduce and test new 1 1 1 1 1 I Experiments
technologies (experimentation).
Develop partnerships for new business in point of sales. 1 1 2 1 CT Identification ofpartners / business
Develop new value proposition in accordance with customer Presentation of
segmentation. Structure sales department aligned with 1 1 1 1 CT proposal
customer segmentation.
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Organizational Units
(A) o
Strategic Thrusts 0 0 .0~ 0 o
0 C.
Analyze support data, searching for problems and 1 1 CT Progress Report
opportunities with customers and prospects.
Develop new value proposition for distributors 1 1 1 2 CT Presentation of
proposal
Develop information based strategy 1 1 1 1 CT Analytics system up
and running
Obtain card network certifications 1 OE Certifications
obtained
Roll out the mobile solution 1 1 CT Solution running
Improve operational effectiveness (efficient cost based 2 1 1 2 OE Presentation of
infrastructure) proposal
Develop expertise in government bids 1 1 2 CT Participation of bids
Engagement with non-profit organizations and other groups 1 1 1 CT Partnerships
related to low income people established
Table 50 - Definition of the Strategic Trusts
Table Legend:
1 Key role in formulation and 2 Important role of support and Shaded Box reveals the "Champion", leadership role in
implementation concurrence execution of Strategic Thrust
B Business Model CT Customer Targeting
OE Operation Effectiveness I Innovation
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